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WAR FINANCE AND INFLATION’ 


By WILLIAM FELLNER 


The avoidance of inflation should be regarded as one of the main 
objectives of a reasonable war financing policy. The distribution of 
burdens is highly inequitable under inflation; and it becomes increas- 
ingly difficult to prevent the leaking out of scarce resources from the 
war sector of the economy. 

The main conclusion of the present article can be expressed in a 
few sentences: The tax revenue contemplated in the January Budget 
Message should be increased significantly, if inflation is to be avoided. 
Price control and rationing are inadequate substitutes for anti- 
inflationary fiscal policies. Direct controls can be expected to forestall 
inflation only if the pressure against which they have to operate is held 
within rather narrow limits; and only in this event can we hope that 
the task of post-war reconstruction will not be seriously aggravated 
by the aftermath of war finance. 

In the subsequent pages we shall first attempt to sketch some of the 
main features of American economic development since the outbreak 
of the war in Europe; and then we shall turn to the problem of 
financing the future war burden.’ 


Production and Prices—Summer of 1939 to Summer of 1941 


Comparisons of “real’’ magnitudes for different periods are subject 
to well-known qualifications. While one keeps these in mind, the state- 
ment may nevertheless be risked that at the outbreak of the war in 


* This article results from a study which is being carried on for the Bureau of Business 
and Economic Research, University of California. The author is indebted to Mr. Lawrence 
Klein and Mrs. Virginia Galbraith Tauchar for valuable research assistance. 

As to the recent literature on problems of American defense financing, cf. A. G. Hart, 
E. D. Allen and collaborators, Paying for Defense (Philadelphia, Blakiston, 1941); S. E. 
Harris, The Economics of American Defense (New York, Norton, 1941) ; H. W. Spiegel, The 
Economics of Total War (New York, Appleton-Century, 1942); E. Stein and J. Backman, 
War Economics (New York, Farrar and Rinehart, 1942) ; J. P. Wernette, “Financing the De- 
tense Program,” Am. Econ. Rev., Vol. XXXI (Dec., 1941), pp. 754-66; Financing the War 
Philadelphia, Univ. of Pennsylvania, 1942). 
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Europe both the real output flow of the American economy and its 
aggregate real capital stock were roughly at their 1929 levels.? Yet 
excess capacities (especially in the durable goods industries)* and 
unemployment of labor obviously were much higher in 1939 than ip 
the late twenties. This made it possible to expand real output quite 
significantly at a price level that for one and a half years remained 
more or less stable. 

Table I shows the percentage rise in aggregate industrial output 
and in certain of its constituents from the summer of 1939 to the 
summer of 1941.° As is obvious, the rate of increase was the highest 
in some of the typical “defense industries.” No sharp distinction be- 
tween defense and nondefense industries can be drawn, of course. 


TABLE I—PERCENTAGE RISE IN INDUSTRIAL PRODUCTION AND IN SOMF 
oF Its CONSTITUENTS® 


Aug. 1939- Aug. 1940- Aug. 1939 


Classification Aug. 1940 Aug. 1941 Aug. 1941 
Industrial production, total 17.0 30.6 52.8 
Manufactures, total 15.7 33.6 54.6 
Aircraft 142.1 142.0 485.8 
Shipbuilding 60.3 140.1 284.9 
Locomotives 20.4 146.8 197.1 
Iron and steel 43.6 17.1 68.2 
Automobiles 26.4 31.9 66.7 
Furniture 42.7 
Textiles and products :, 38.7 41.3 
Manufactured food products 3.3 16.0 19.7 
Lumber 8.6 27.6 


® Derived from data published in the Federal Reserve Bulletin. 


Nevertheless it can be seen from production figures that the rise was 
not confined to defense industries in the narrower sense. Table I also 
reflects the circumstance that the rate of increase was much greater 
in the second of the two 12-month periods than in the first. Steel is a 
notable exception. As a consequence of the full utilization of existing 
production facilities and of a scrap shortage, the rate of increase in 
steel production slowed down in the second year of the war. 

The fact that not merely defense production but also consumption 

* As to real output, this conclusion is reached by deflating money income figures. As to 
real capital stock, the Kuznets estimates indicate that the capital consumption of the 
depression was not offset by the net capital formation of the recovery until somewhere 
in 1937. 

‘While in 1939 industrial production as a whole was at its 1°29 level, the output of the 
durable goods industries was about 17 per cent lower and the output of the other industries 
of course, correspondingly higher. 

* The Federal Reserve Board’s index for industrial production includes manufactures and 
minerals. 
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has risen substantially can perhaps be better seen from Table II. 
Department store sales, grocery chain store sales, and rural sales of 
general merchandise have increased significantly in the course of these 
two years. Here, too, the rise from the summer of 1940 to the summer 
of 1941 was much in excess of the rise occurring in the preceding 


1ed twelve months. 
TABLE II—PERCENTAGE RISE IN SALES TO CONSUMERS® 

put — — — — — 
the | Aug. 1939- | Aug. 1940- | Aug. 1939- 
est ee | Aug. 1940 | Aug. 1941 Aug. 1941 
be- Department store 10.1 36.7 50.5 
‘Se. Grocery chain store 11.2 24.4 38.3 

iles of general merchandise 14.3 42.9 59.1 


* Derived from data published in the Survey of Current Business. 


TABLE III—PERCENTAGE RISE IN THE Cost OF LIVING AND IN SOME 
oF Its CONSTITUENTS® 


June 1939- June 1940- June 1939- 


Expenditures June 1940 June 1941 June 1941 
Cost of living (over-all index) 1.9 4.1 6.0 
Food 5.0 Be 13.1 
1.4 1.6 3.0 
0.3 1.4 


* Derived from data published in the Survey of Current Business (Bureau of Labor Statis- 


Index 


The figures of Table II are value figures and hence they are affected 
by the rise of retail prices. Comparison of Table II with Table ITI 


vas 
a indicates, however, that the rise in retail sales must have been sub- 
har stantially greater than the increase in retail prices.° 


The rise in the general level of both wholesale and retail prices was 
slight in the first of the two 12-month periods under consideration. 


ing 
in lable IV shows the percentage increase of wholesale prices for both 
years and also contains data relating to the major constituents of the 
= wholesale price index. A more detailed breakdown would, of course, 
show that the rise in the prices of some commodities was not negligible 
boa in the first 12-month period. Grains, dairy products, paper and pulp 
ad might be mentioned in this connection. But it is a legitimate generaliza- 
si “It should be added that the figures relating to the increase in retail sales values for the 
an period lying between August 1940 and August 1941 are obviously affected by the new 
, excise taxes introduced in the fall of 1941. In October, when the new tax rates had already 
me efiective, the excess of department store sales over the same month of 1940 had 


leclined to 11 per cent. Considering, however, that the October figures are relatively 
depressed by previous anticipatory buying, the October turnover must be considered high. 
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tion to say that the marked rise of wholesale prices over the two-year 
period in question is mainly a consequence of the rise in the second 
year. It will be seen later that the rise in the second period, in turn. 
was largely a consequence of the rise occurring since March 194]. 


TABLE IV—PERCENTAGE RISE IN WHOLESALE PRICES® 


"er Aug. 1939- Aug. 1940- Aug. 1939 

Commodities Aug. 1940 Aug. 1941 ried 1941 
Wholesale prices (over-all index) a2 16.7 20.4 
Finished products 2.4 13.0 15.7 
Semi-manufactures 3.4 16.2 20.1 
Raw materials 5.0 25.5 31.7 
Farm products 43.3 


* Derived from data published in the Survey of Current Business. 


The rise in hourly earnings of labor, too, was much higher from the 
summer of 1940 to the summer of 1941 than in the preceding twelve- 
month period, although the rise of the second period is not in this case 
concentrated in the last few months of the period. Table V shows 
the percentage increase of hourly earnings for manufacturing as a 
whole; and also the percentage increase in nonagricultural employment 
as a whole. Moreover, Table V contains data as to the rise in the 


TABLE V—PERCENTAGE RISE IN EMPLOYMENT, EARNINGS, AND Hours?® 


Aug. 1939- Aug. 1940- 


Aug. 1939- 
Earnings and Hours Aug. 1940 Aug. 1941 i Aug. 194] 
Average hourly earnings, manufactur- | 
ing industries | 17.5 
Total nonagricultural employment 2.9 10.1 3 
Aggregate labor hours performed, 
manufacturing industries» 9.1 43.7 


® Derived from data published in the Federal Reserve Bulletin. 

> Cf. footnote 7, below. 
aggregate number of labor hours performed in manufacturing indus- 
tries.’ These latter data in conjunction with figures relating to the rise 
in manufacturing production (see Table I) show that a given rise in 
output was associated with a much smaller rise in labor hours per- 
formed in the first twelve-month period than in the second. From the 
summer of 1939 to the summer of 1940 manufacturing output rose by 
about 15 per cent and aggregate labor hours performed only by about 
9 per cent. In the subsequent twelve months both indexes rose by 
slightly over 30 per cent. 


™ These figures are derived from the U. S. Bureau of Labor Statistics data for factory 
employment, on the one hand, and average hours worked per week, on the other hand. 
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Production and Prices: Trends after February 1941 


It was stated above that the rise in the general price level was slight 
until early in 1941. This is true of the wholesale price level as well as 
the cost of living. The Bureau of Labor Statistics wholesale price index 
rose about 6 per cent from the outbreak of the war to January 1940, 
then declined about 3 per cent up to August 1940, and has risen more 
or less consistently since that time. But the rise from the level of Au- 
oust 1940 to the level of February 1941 amounted to roughly 4 per cent 
nly, so that the entire increase for the one and a half year period lying 
between August 1939 and February 1941 is not more than about 7 
per cent. 


Taste VI—PERCENTAGE Ris—E OvER THE PRECEDING MONTH IN WHOLESALE 
Prices AND Cost oF Livinc* 


| 
ha Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. Dec, | 1942 Feb. 
tion | Mar. | | Ja 

| T 9.61 3.61 2.07 4.9 ‘9 0.7 0.2 2.21 2.61 6.7 

ducts} 0.8 | 1.5 | 1.9 | 1.7 |] 1.7 | 1.6 | 1.4 | 1.2 |-0.1] 0.9] 1.9] 0.6 

S | 2.2 | 2.0 |] 1.5 | 1.4 ] 0.3 | 1.8 | 0.9 |—0.4 |—0.2 | 0.4] 1.8 | 0.3 

1 2.9 1 8.8 1] 09 1 9.6 | 2.7 2.7 1-031 6.612.914.1108 

1.8 | 3.9 | 2.7] 7.5 | 4.5 | 1.9 4.1 |-1.1] 0.7] 4.5] 6.4] 0.5 

| 0.5 | 4.6 1-23.71 6214.29 1.3 | 0.0 | 2.7] 0.5 

} 1.7 | 0.3 | 0.4] 0.5 | 1.5 | 2.0] 3.6 | 1.8] 0.9] 0.9] 0.8 | 2.6 

| 0.0 | 0.3 | 0.3 | 0.1 | 0.3 | 0.2 | 0.5 | 0.7| 0.3| 0.4] 0.2 | 0.2 


data published in Survey of Current Business. 


The rise in the cost of living was negligible until March 1941. This 
index rose about 2 per cent at the outbreak of the war, then declined a 
trifle and again rose quite slightly. Early in 1941 it stood 2 per cent 
higher than immediately before the outbreak of the war, and one per 
cent higher than in the last corresponding pre-war months (i.e., than 
early in 1939). 

Since February 1941 there has been a marked upward trend in both 
the wholesale and retail price level. Table VI shows the rate of month 
to month rise for the general level of wholesale prices, for the major 
constituents of the wholesale price index, for the cost of living and for 
its constituents after February 1941. 

Aggregate industrial production continued to rise at a roughly un- 
changing rate until June 1941, so that the period March-June 1941 is 
characterized by a significant rise in aggregate real output as well as 
in the price level. Yet after June the rise in aggregate industrial pro- 
duction became substantially smaller. As can be seen from Table VII, 
the continued rapid expansion of some of the typical defense industries 
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TaBLE VII—PeERceNTAGE Rise OveR THE PRECEDING MONTH In 
PRODUCTION AND IN SOME OF Its CONSTITUENTS" 


Type of 1941 | | i9 
Ma ah | rong Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. toy Feb 

Industrial production, | | | | 

total 2 1 —2.0 6.9 3.2} 0.6 0.0 0.6 1.2 1.8 0.6 2.4 1.2 
Iron and steel 2.8) —1.6 1.7] 0.9 0.5) 0.0 3.8 —0.5 0.0 2.6) —2.6) 1.9 
Aircraft 3.6} 6.5 7.1 6.2 7.2) 3.9 
Locomotives 5 9) 9.7 8.0 9.4 9.6) —0.3 4.2) 5.0 0.9} —>b b | — 
Shipbuilding 9.1) 5.41: 7.9] 12.3] 9.1] 3.9] 15.5] 13.2] 1.7] 
Automobile bodies, | | 

parts and assembly —0.7|—12.7) 22.6) 5.9 4.3)—16.1 —5 0} —2.7) —1.7 3.31 —4.2 
Lumber and products | —5.2) 3.1 0.0; 2.3 4.4) —0.7 —2.9| —0.7 0.0 4.3) 14 
Textiles and products 2. 1| 2.7) 4.7) ~0.6| —0.6) —0.6; —1.9| —0.7 4.0 2.6} 3.9) 90 
Rubber products 1.3] 1.9) 2.5| 0.8) 2.3] b | 


® Derived from data published in the Federal Reserve Bulletin (seasonally adjusted). 


b Not available for separate publication. 


after June was accompanied by the cessation of growth and partly by 
an actual decline in other industries. This obviously is a significant 
phenomenon. Up to the summer of 1941 the increase in real output 
extended to practically all fields. 


Expansionary Defense Financing 


According to our estimates, the supply of money rose by about 13 
billion dollars from the summer of 1939 to the summer of 1941.° The 
rate of increase was much larger in the second of the two 12-month 
periods than in the first. In the second period about 7.5 billion dollars 
of new money were created. This large increase in the supply of money 
from 1940 to 1941 was partly a consequence of the fact that the banks 
bought more than one-half of the newly issued government securities 
(including the fully guaranteed ).° This in itself gave rise to about 3.5 
billion dollars of new money in the fiscal year ending in June 1941. 
Furthermore, the banks had expanded their loans to private business 
by the important amount of 3 billion dollars;*° and the gold inflow was 

*We have included demand deposits adjusted; deposits of the U. S. Treasury and of 
foreign banks in the Federal Reserve banks; and currency outside the Treasury and the 
banks. The foregoing two types of deposits in the Federal Reserve banks are not usually 


included in the concept of money, but there is no reason for excluding them since they 
are drawn upon to make current expenditures. 


*For the period June 1940 to June 1941, the percentage of new issues going to banks 
was 51.5 per cent; to insurance companies, 7.3 per cent; to “other investors,” 20.4 per 
cent; to federal agencies and trust funds, 20.5 per cent. 

Banks include Federal Reserve banks, member banks, other commercial banks, and 
mutual savings banks. The holdings of the Federal Reserve banks changed but slightly 


*® Loans of all banks (millions of dollars): June 30, 1939—$21,318; June 29, 1940— 
$22,341; June 30, 1941—$25,312. Source: Federal Reserve Bulletin. 
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also associated with the creation of new money. The flow of money 
spending increased in approximately the same proportion as that in 
which the stock of money rose. The exchange velocity index of the 
Federal Reserve Bank of New York declined from 1939 to 1940, and 
since then has risen slightly, but not beyond its pre-war level. Income 
velocity seems to have declined slightly from 1939 to 1941, but this 
decline is so small that, considering the limitations to which the esti- 
mates are subject, it seems preferable to say that income velocity has 
remained approximately constant.** The conclusion then would be 
that money spending has risen in the same proportion as that in which 
the supply of money has increased. This proportion is roughly one- 
third if the summer of 1941 is compared with the summer of 1939, and 
the proportion will not be very different for the calendar year 1941 
as compared with the calendar year 1939. 

The bulk of the rise in supply of money and in the flow of money 
spending has occurred in the second, rather than in the first of the two 
12-month periods. This second period roughly coincides with the first 
year of the American defense program. The “defense program,” in the 
technical sense, was started after ten months of war in Europe, during 
which some amount of monetary and real expansion had already oc- 
curred in this country. The fiscal year ending June 1940 which pre- 
cedes “the first year of the defense program” must really be regarded 
as the first year of war expansion. The assumption that the war was the 
prime mover of the American expansion in the course of the fiscal year 
1940 can be made plausible with reference to the development of ex- 
ports,’* and this assumption becomes even more plausible if account is 
taken of the fact that the rise in industrial output was at that time 
already largely concentrated in the typical defense industries.** Yet 
American defense spending was but slightly higher in the fiscal year 
ending June 1940 than in the fiscal year ending June 1939;** and the 
difference in the government deficit of the two fiscal years was negligi- 
ble.” Consequently, the fiscal year ending June 1941 may be con- 

“Income velocity for the year 1939 was 1.97; for 1940, 1.88; and for 1941, 1.89. The 
method used was to divide income payments by the stock of money. All income figures are 


estimates of the Department of Commerce. Velocity figures based on income produced, 
rather than income payments, would be almost precisely the same. 

“For fiscal year ending June 1941, total exports were $3,838,927; exports to Europe 
were $1,620,482. For the fiscal year ending June 1939, total exports were $2,919,732; exports 
to Europe were $1,228,429. Total exports were 31.1 per cent higher in fiscal 1940 than in 
fiscal 1939. Exports to Europe were 32.0 per cent higher. Source: Survey of Current 
Business 

“See Table I. 

“1.7 billion dollars as against 1.2 billions. 

“ The excess expenditure of the federal government was 3.5 billion dollars in fiscal 1939 
and 3.6 billions in fiscal 1940. If this deficit is corrected in the manner to be described 
later in the text, the figures are 2.1 billions for 1939 and 2.4 billions for 1940. 
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sidered the first year of the American defense program not merely in 
the formalistic sense but also in the sense that the specific problems 
of defense financing first arose in this fiscal year. 

The methods of financing the defense program were distinctly ex. 
pansionary from the outset.’® The rise in tax revenues and the decline 
in expenditures other than those on defense’’ was insufficient to pro- 
vide the funds necessary to finance the rapidly rising defense outlays. 
Moreover, the gap was too large to be closed by borrowing from the 
public at that time. These circumstances reflect themselves in the ip- 
creased government deficit of the fiscal year 1941 and in the fact that 
the government relied heavily on borrowing from the banks. From the 
fiscal year 1940 to the fiscal year 1941, the national defense expendi- 
tures of the federal government rose from 1.7 billion dollars to 6.1 
billions and this was associated with a rise of the crude deficit from 3.6 
billions to 5.1 billions. These deficit figures should, however, be cor- 
rected so as to take account of the receipts and expenditures of the 
government agencies technically not included in the concept of the 
federal government. If this correction is undertaken the net figure 
of 4.7 billion dollars is obtained for fiscal 1941, which is almost pre- 
cisely double the corresponding figure for the previous fiscal year. This 
figure expresses the excess expenditure of an aggregate consisting of the 
“government” plus its agencies.** The government, in the foregoing 
broader sense, has obtained almost two-thirds of its aggregate borrow- 
ings from banks.”® 


Inflation Potentialities before and after December 7, 1941 


The danger of inflation was imminent in the last stage prior to Amer- 
ican belligerency. It was obvious before the attack on Pearl Harbor 
that the defense program would lead to inflationary phenomena at an 
increasing rate unless monetary and fiscal policies were changed. De- 
fense spending for the present fiscal year was then estimated at 18 to 
19 billion dollars and aggregate federal spending at 24-25 billion dol- 


By “expansionary” we mean “leading to an increase in MV.” The term is used in this 
sense by Hart and Allen, oP. cit. 

* Mainly unemployment relief. 

The “government” plus its agencies, taken as one unit, borrowed 5.4 billion dollars 
in the course of the fiscal year 1941, the difference between this latter figure and the 
aggregate excess expenditure (4.7 billions) being explained by the fact that the General 
Fund Balance of the “government” and of the agencies rose by .7 billion. 

* As was pointed out in footnote 9 on p. 240, the banks bought 51 per cent of all newly 
issued government securities (including the fully guaranteed). But they bought almost 
two-thirds of those newly issued securities which were not bought by federal agencies 
If we regard the federal government and its agencies as one unit, then this latter figure 
expresses the share of the banks. 
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lars, while tax revenues promised to yield around 12 billions.*® Conse- 
quently, the crude deficit of the federal government was expected to 
reach 12 to 13 billion dollars. Moreover, the outlays of the govern- 
ment agencies, mainly those of the R.F.C. and of its subsidiaries, were 
rising rapidly. These agencies play an important part in the financing 
of defense investment. It was obvious that the corrected deficit of the 
government in the broader sense would reach in the present fiscal year 
, multiple of the 4.7 billions of fiscal 1941. Three times this figure did 
not seem a high estimate at that time. It is true that voluntary lending 
was also on the increase and, consequently, it was not clear whether 
borrowing from the banks would have risen very substantially. In the 
first six months of the present fiscal year, over 4 billion dollars of 
Defense Savings Bonds and Tax Anticipation Notes have been sold to 
the public. With these two types of borrowing at an annual rate of 8 
to 10 billion dollars, borrowing from the banks would not necessarily 
have amounted to much more than in fiscal 1941. In spite of this it was 
clear that the inflation danger had increased. Up to the summer of 
1941 practically all industries had expanded. Since that time the rise 
in defense production was associated with a decline in civilian output. 
Hence, up to the summer of 1941, the increased flow of purchasing 
power was directed at an increased flow of real civilian output; since 
that time, the rising flow of purchasing power has been directed at a 
shrinking flow of civilian commodities. Consequently, the same increase 
in the flow of money spending would inevitably have been associated 
with an increased inflationary pressure. It was safe to conclude already 
in November 1941 that the danger of inflation would rise, unless tax 
revenues were increased beyond the then contemplated level.”* 

The inflation danger was aggravated by a further circumstance. The 
stock of idle deposits obviously rose by a substantial amount during 
the first two years of the war. This follows from the fact that neither 
exchange velocity nor income velocity had risen, while the stock of 
money grew by a little over one-third. Since a significant change in the 
velocity of the active part of the stock of money is unlikely to have oc- 
curred, it must be concluded that the new money was divided into active 
money and idle money in approximately the same proportion as that in 
which the 1939 stock had consisted of these two constituents.” Or, 
to express the same thing in other words: both the active part and the 
idle part of the stock of money must have risen by approximately one- 


” On the grounds of the new tax bill, passed in the fall of 1941. 

“Bank loans might also have increased somewhat more than in the preceding fiscal 
year. Yet on the other hand the gold inflow has slowed down substantially. 

~ It seems quite likely that the velocity of the active part of the money stock has 
increased slightly. In this event idle balances must have risen slightly more than propor- 
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third if a rise of the entire money stock by one-third was unaccom. 
panied by a change in the average velocity of the dollar. We know that 
the stock of idle money was already substantial in 1939. The income 
velocity of the dollar, for example, was about one-third lower at the 
outbreak of the war in Europe than in the late twenties.”* This reflects 
the high level of idle balances at the time of the outbreak of the war in 
Europe. The failure of velocity figures to rise during the monetary 
expansion since 1939 indicates a further substantial rise in the stock 
of hoards. A general desire to get rid of idle balances would have 
significant inflationary effect. It might be pointed out that a rise of 
the income velocity of the present stock of money to the velocity level 
of the 1920’s would increase the yearly rate of money income by roughly 
60 billion dollars. 


It is obvious that the gravity of the problem increased significantly 
after war was declared. This is true even with respect to the present 
fiscal year. Defense spending for the current fiscal year is now estimated 
at roughly 28 billion dollars (instead of 18 billions) and aggregate 
federal expenditures at about 34 billions (instead of 24 billions). Tax 
revenues for the present fiscal year will apparently not exceed the 
previously estimated 12 billions and, consequently, the estimated deficit 
has risen by about 10 billion dollars (to almost 22 billions). This means 
a higher rate of monetary expansion and also a higher rate of output- 
curtailment in the civilian sector. 

For fiscal 1943 the war expenditures of the federal government and 
its agencies are estimated at 70 billion dollars and aggregate federal 
spending at 70 to 75 billions. If the revenue of the federal government 
(including the planned increase in Social Security contributions) will 
be raised merely to about 27 billions, as is now contemplated, an enor- 
mous rise of the monetary pressure seems inevitable. A large portion of 
the roughly 45 billion dollars of borrowing would undoubtedly have to 
be of an inflationary character. 


The Ideal Degree of Taxation 


It is suggested in these pages that the rate of taxation be increased 
substantially beyond the now contemplated level. 

The notion that rationing and price control might be used instead 
of appropriate fiscal policies is an unfortunate one for several reasons. 
First, it should be pointed out that, with the monetary pressure rising 
rapidly, the enforcement of rationing and price control would require a 
very substantial and costly effort on the part of the authorities. In 


See James W. Angell, Investment and Business Cycles (New York, McGraw-Hill, 
1941). See mainly, chap. 9, and Appendix II. 
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fact, if the pressure grows significantly, it is unlikely that the effort 
would be successful. Second, there is general agreement in democracies 
as to the desirability of keeping policing activities down to that mini- 
mum which is indispensable for wartime efficiency. This implies that 
it is preferable to reach a given objective by methods which do not re- 
quire policing rather than by methods which do. Narrowing the flow 
of money income is superior in this respect to price control and ration- 
ing. Third, it should be emphasized that it is undesirable to create 
conditions which automatically give rise to a cumulative upward 
movement of prices as soon as measures of control are relaxed. In 
order to realize this, it is important to draw a line between the im- 
mediate post-war “short run” and the subsequent period. In certain 
stages of post-war readjustment it will be necessary to maintain the flow 
of money income by measures of public policy. Expansionary effects 
will then be welcome. But in the immediate post-war short run, there 
presumably will be a strong tendency for re-stocking. Even if it should 
prove to be true that very severe regimentation enforced by efficient 
policing agencies could prevent an inflationary spiral for the time being, 
a failure to keep money income down would strongly accentuate the 
inflationary phenomena of the post-war short run and would unneces- 
sarily deepen the subsequent depression. 

As we shall see later, this does not mean that price control and 
rationing should be omitted. We merely believe that measures directed 
at the aggregate income stream should provide the basic structure of a 
reasonable anti-inflation policy. 

By measures directed at the aggregate income stream, we mean taxa- 
tion and borrowing from the public. Neither of these two measures can 
be directed exclusively at the current income stream, since the public 
may reduce its hoards or increase its borrowings from the banks when 
buying government securities or when paying taxes. This is a qualifica- 
tion which must be kept in mind and to which we shall return presently. 
The necessity of combining taxation with price control and rationing 
is largely a consequence of this potentiality. For the moment, however, 
we may view taxation as well as borrowing from the public as measures 
directed mainly at the current income stream. We may also regard 
compulsory loans as a form of taxation which will be refunded. Let 
us therefore at first distinguish taxation and compulsory loans, on the 
one hand, from voluntary loans subscribed to by the public, on the 
other; and let us view these two types of war finance as being directed 
mainly at the current income stream. 

At the present income level,** it would presumably be possible to 


_“ By the “present yearly rate of income,” we mean a rate of about 100 to 110 billion dollars. 
The present level of taxation means the level obtaining in fiscal 1942. 
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finance a moderately heavy war burden largely by voluntary loans 
But it will be argued that the share of voluntary lending in the non. 
inflationary financing of a very heavy war burden would have to be. 
come small. The point here is not merely that a very heavy burden 
is greater than a moderately heavy burden. More important is the fact 
that heavy taxation is bound to reduce those funds which otherwise 
would be lent to the government. 

At the present income level it would be unreasonable to expect 
more than 15 to 20 billion dollars of net voluntary savings; or, if some 
degree of capital consumption is imposed upon the economy, more 
than 20 to 25 billions of gross savings.** More could be expected only 
on the assumption that the government enforces all-around price 
control and rationing against an increasing monetary pressure and 
thereby successfully imposes upon the public a higher rate of saving. 
A policy aimed at avoiding the monetary pressure in question should. 
of course, not be based on this assumption. Now, at the present level 
of income and of taxation 35 billion dollars (12 billions revenue at 
present rates and the rest voluntary lending “out of current gross in- 
come’) would be quite insufficient to provide the funds required for 
the armament program. This would be 30 to 35 per cent of national 
income instead of the required 60 per cent.” If, however, the tax rey- 
enue must be increased substantially, then the amount to be raised 
by voluntary loans out of savings is bound to shrink. The degree of 
taxation necessary to bridge most of the gap corresponding to 25 to 
30 per cent of national income would eliminate individual saving.” 

The emphasis of a consistent anti-inflation program should be placed 
on taxation. An efficient tax policy should be supplemented by security 
sales, but once the degree of taxation becomes sufficient we cannot ex- 
pect voluntary lending to amount to a high share of aggregate expendi- 
ture. Or rather voluntary lending could in these circumstances be 
substantial only if it is undertaken by means of depleting idle cash 
balances, in which event it fails of its purpose as a method of non- 
inflationary financing. 

The taxation program should take account of two main points of 
view. The distribution of burdens is one of these and the specific char- 
acter of the commodity shortages the other. The first point of view calls 
clearly for income taxation since income taxes can be made progressive. 

* Various estimates lead to the conclusion that the annual depreciation of the present 
stock of durable producers’ goods and buildings slightly exceeds 10 billion dollars. 

* Under the most recent scheme, total expenditures of the Treasury would correspond 
to about 60 per cent of the national income. 

7 Moreover, in the absence of direct consumers’ controls, the saving ratio would tend 


to decline even at present tax rates, since consumers’ real income, in the here relevant 
sense, will be made to decline. 
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The second point of view calls for supplementing income taxation by 


non- excise taxes on specific commodities. The specific commodity shortages 
0 be- will undoubtedly be created by direct government allocation, that is, 
Irden essentially by commandeering. As it becomes necessary to shift more 
> fact resources from civilian production into the armament industries, the 
rwise sovernment will continue to allocate the resources in question to the 
enterprises producing for defense. The shortage in a great number of 
xpect civilian commodities will be and already is a direct consequence of these 
some measures falling in the category of commandeering. But a reasonable 
more taxation program should take account of the specific character of these 
only shortages since otherwise the demand would exceed the supply of cer- 
Price tain commodities at all prices except tremendously high ones. In other 
and words, at practically all levels of income taxation there will be a high 
ving. upward pressure on the prices of certain highly scarce commodities. 
ould, It is probable that these prices will rise, even though the government 
level does attempt to keep them down by direct control and policing. For 
e at durable commodities of high scarcity, the second-hand markets will be- 
5 in- come the really important ones, and it is very unlikely that prices on 
| for these markets could be kept at present levels by direct control. It 
onal would be desirable to utilize this rise in prices for the purposes of 
rev- the armament program by the means of excise taxes and thereby to 
ised tax away amounts which otherwise would go into windfall profits. 
e of Price fixing will be more effective if it occurs at higher levels, at which 
) to the excess of demand over supply is smaller. It is impossible to estimate 
with any degree of accuracy the yield of excise taxes on the assumption 
ced that additional excise taxation is applied only to tax away otherwise 
‘ity inevitable price increments in fields of high scarcity. At the present level 
eX- of taxation the aggregate yield of excise taxes may be estimated at 
di- somewhat less than 3 billion dollars** and the assumption would seem 
be reasonable that this yield could be approximately doubled at the present 
sh income level. It would, of course, be possible to raise the yield of excise 
n- taxes much beyond this level in case taxes were imposed upon neces- 
sities for which the demand is notoriously inelastic. But from the social 
of point of view, this is no desirable method of financing a war burden. 
ar- Excise taxation requires specific justification owing to its nonprogres- 
IIs sive character. It can be justified with respect to luxuries and more or 
re. less “harmful” commodities, and it can be justified in those cases dis- 
ent ~ The “present level” does not yet include the new proposals of the Treasury submitted 
in March 1942. The yield of excises in the fiscal year 1941 amounted to 2.4 billion dollars. 
nd In the October 1941 issue of the Survey of Current Business, the yield of the additional 
excise taxes which became effective October 1, 1941, is estimated at about .5 billion. For 
- an entire year the addition would, of course, be higher than for the period October 1- 


June 30. Yet the substantial curtailment of the consumption of numerous taxed items 
will be a factor tending to reduce yields. The proposals submitted in March 1942 are 
expected to increase the total yield by 1.3 billion dollars. 
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cussed above where the tax may be expected to have mainly the effect 
of utilizing for the Treasury an inevitable rise of prices. The excise 
taxes imposed on highly scarce commodities would, of course, not yield 
much if merely newly produced commodities were taxed. Extension of 
excise taxation to used markets might raise the yield, but it is obvioys 
that if high excise taxes are applied only in the cases discussed here. 
but a small share of the aggregate war expenditures could be raised 
from this source. 

It follows from these considerations that the bulk of the burden 
should be raised by income taxation. It is obvious from the outset that 
personal income taxes can be made to yield much more than corporate 
income taxes and it will be seen presently that it would not be advisable 
to increase even the rate of corporate income taxation to the level of 
personal income taxation. In case the significance of voluntary lending 
“out of current income” is substantially reduced—and this is bound 
to happen if taxation becomes very heavy—it would be desirable to 
raise an amount corresponding to about 35 per cent of the national 
income by personal income taxation. 

We have no means of calculating precisely the burden falling upon 
the single income brackets. The following might, however, be a rough 
way of obtaining an idea of the general orders of magnitude involved 
in such taxation. The National Resources Committee has estimated the 
distribution of income for the period July 1935 through June 1936; and 
also gave estimates, based on specific assumptions, of income dis- 
tribution for higher levels of aggregate income.” To raise 35 per cent 
of personal incomes, on the basis of the distribution there estimated for 
an 80-billion dollar income level,®*® would require roughly the following. 
Assuming that families of average size with incomes of less than $1,000 
should be exempt and that the rate at which $1,500 incomes are taxed 
should not exceed 15 per cent, the effective rate would have to amount, 
for consumer units with the average number of dependents, to about 
30 per cent on incomes of around $3,000, to about 40 per cent on in- 
comes of around $4,000, to about 50 per cent on incomes around $6,000, 
to about 60 per cent on incomes around $10,000. The average rate of 
taxation on incomes of more than $20,000 would have to come close to 
90 per cent.** By saying that these would have to be the effective rates, 

> Consumer Incomes in the United States, National Resources Committee, 1938. Cf 
also Consumer Expenditures in the United States, N.R.C., 1939, secs. 3-5. 

* We are using those estimates which imply for 80 billion dollars the same proportionate 
distribution as has existed for 60 billions. 

“Using the National Resources Committee’s estimates for an 80-billion dollar income 
level, it is easy to convince oneself of the fact that a scale of the above character would 
raise about 35 per cent of the Committee’s “total.” (Cf. Consumer Expenditures, 1939 


p. 190, under heading “same proportionate distribution as in 1935-36.”) To reproduce the 
calculation would require more space than is at our disposal. 


+ 
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we mean that the tax rates would have to be such as to make the actual 
tax payments correspond to the percentages indicated above. The ex- 
emption of low incomes would obviously require that the nonexempt 
portions of incomes be taxed at correspondingly higher rates. 

There is a presumption on the one hand, that a tax structure, yield- 
ing about 35 per cent of an 80-billion dollar income on the basis of the 
National Resources Committee’s estimates, would yield a higher 
portion of a 100- to 110-bill’sn dollar income (probably close to 
40 per cent).** This is true because the recent increase in national in- 
come was undoubtedly associated with a rise in the average income level 
so that at present a larger share of aggregate income is earned by rela- 
tively higher income groups. Understatements of income and evasions 
of various kinds make it necessary, on the other hand, to undertake a 
rather substantial downward correction. In fact, the National Resources 
Committee used, among other sources, the income tax returns in esti- 
mating the income flowing to the higher brackets and has raised the 
resulting share of these brackets quite substantially for nonreporting 
and understatement. Aside from the question of evasions, it should be 
remembered that certain constituents of aggregate income are not sub- 
ject to individual income taxation. The war burden, when related to in- 
come, is usually expressed in percentages of national income produced. 
Some constitutents of income produced (such as, for example, corpo- 
rate savings and non-cash income) do not enter into the individual in- 
come tax base. Hart and Allen have estimated® that, at a 90-billion 
dollar income level, these reducing factors** might curtail the income 
base by roughly 15 per cent of total income. Moreover, increased corpo- 
rate taxation and, conceivably, the limitation of dividend payments 
would somewhat diminish the share of the higher brackets in aggre- 
gate individual income payments. It might, therefore, be assumed that 
a tax structure of roughly the character sketched above would be capa- 
ble of yielding close to 35 per cent of the increased national income.*° 

* A scale yielding 35 per cent of 80 billion dollars would yield 40 per cent of 104 billions 


n the assumption that about 60 per cent of the rise goes to the Treasury. The scale of the 
text would probably tax away around 60 per cent of the increase. 

“Cf. op. cit., p. 147. 

“Reducing factors other than personal exemptions; and other than the earned income 
redit, which presumably will be dropped. 

* This is another way of saying that, from the point of view of this percentage figure, 
the upward correction for increased income might, roughly speaking, cancel out with the 
lownward corrections for evasions and nontaxables. On the assumption of footnote 32, 
h ve, the downward correction would outweigh the upward correction from the point 
1 view of the percentage figure if the Hart-Allen estimate regarding nontaxables and 
evasions is correct and if the average nontaxable and concealed income belongs in a 
bracket for which the marginal rate of our scale is about 70 per cent. On these assumptions, 
which seem reasonable, the 35 per cent would decline to 30 per cent. Yet if, in the future, 
money income would be rising at the rate of increase of real output, this percentage figure 
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The ultimate (long-run) distribution of burdens could be made evep 
more progressive by applying some version of the Keynes plan to the 
lower income brackets. The use in this connection of the administrative 
structure of the Social Security system has repeatedly been suggested. 

Considering what has been said above about excise taxes, it is likely 
that this kind of taxation could be made to yield roughly 5 per cent 
of total income without exceeding the limits appearing as “justified” 
on previously discussed criteria. Furthermore, corporate income taxes 
plus borrowing from current corporate earnings could probably be made 
to contribute 10 to 12 per cent of national income;* and such bor- 
rowing as is offset by capital consumption in the civilian sector of the 
economy, to contribute an amount corresponding to another 5 per cent. 
Hence the aggregate revenue of the Treasury plus borrowing out of cur- 
rent gross income could reach a level corresponding to about 55 per 
cent of income.** Taking account of the fact that war spending and 
the other expenditures of the Treasury will require 60 per cent, a re- 
sidual amounting to about 5 per cent of income would have to be bor- 
rowed from banks.** Hence, the supply of money would be rising at an 


would also be rising somewhat. A comparison of figures derived by the crude method 
sketched in the text with Treasury estimates as to the yield of specific tax scales would 
seem to indicate that the method does provide some information regarding rough orders 
of magnitude. 

* Corporate profits, net of intercorporate dividends, amounted to roughly 10 to 11 
per cent of national income in the recent past. (See Hart-Alien, of. cit., chap. 12) There 
is a strong presumption that they correspond to a higher proportion at present. Assuming 
this proportion to be 14 to 15 per cent and assuming legislation which would limit dividend 
payments, a fund amounting to 10 to 12 per cent might become available for taxation plus 
borrowing. If, say, the average effective tax rate would be raised to 60 per cent of the 
corporate earnings, these taxes would yield about 9 per cent national income and borrowing 
conceivably about 3 per cent. 

For the fiscal year 1942 the yield of corporate income taxes, including the excess profits 
tax, may be estimated at roughly 4 billion dollars. This figure is derived from 1941 yields 
on the one hand, and estimates relating to the additional yield of recently increased tax 
rates, on the other. (See Survey of Current Business, October, 1941.) 

* Items of revenue, other than mentioned above, are of negligible order of magnitude 

*It would be important to eliminate excess reserves by raising reserve requirements 
At present the government is forced to rely heavily on borrowing from the banks and it 
could rely to a small extent on this type of borrowing even if a scheme were adopted 
which would successfully avoid “inflationary phenomena.” Yet, on purely rational grounds, 
it would seem preferable to sell government securities to the Federal Reserve banks, rather 
than to commercial banks. The latter procedure, as opposed to the former, presuppose 
the existence of excess reserves and, hence, leaves a door open for further monetar) 
expansion via an increase in loans to private business and to individuals. It should not be 
overlooked, however, that the spending of funds borrowed from the Federal Reserve banks 
leads to the formation of further excess reserves, unless reserve requirements are continu- 
ously adjusted (or so changed as to take care of this in advance). Furthermore, irrational 
factors should also not be overlooked. Direct borrowing from the Federal Reserve banks 
would open a very easy channel for inflationary borrowing; and it is conceivable that the 


incentive to raise funds by taxation, rather than borrowing, would thereby be weakened 
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annual rate of about 10 per cent.*® This would produce no “inflation- 
ary pressure.’ ’ Aggregate real output must also be expected to rise 
slowly." 

In connection with corporate income taxes we should like to point 
to the following. If corporate income taxes are compared with personal 
income taxes, then, for obvious reasons, it is found that relatively 
lower corporate income tax rates for the various income brackets will 
yield a relatively higher portion of aggregate corporate income. This 
is a consequence of the more top-heavy distribution of corporate in- 
comes. Corporate income taxes, including the excess profits tax, should 
of course be made to yield a considerably higher share of aggregate 
corporate income, than the 35 per cent suggested for personal incomes. 
Yet it would hardly be reasonable to raise corporate income tax rates 
for the various corporate income brackets to a level as high as that 
which would have to apply to personal incomes of the same magnitude. 
The risk that production becomes inefficient if industrial efficiency 
remains entirely unrewarded is substantially greater than the risk that 
individuals withhold their services on account of being taxed too 
heavily. Moreover, the resistance against taxing away practically all 
corporate incomes would be even greater than resistance to extraordi- 
narily heavy individual taxation. An attempt to break this resistance 
fully would not be worth while, since the difference between the yield 
of the present corporate income tax structure and that of a confiscatory 
tax _— not amount to more than about 7 to 8 per cent of national 
income. Last but not least, it should be realized that corporate sur- 
pluses can be made into a more reliable source of lending than personal 
incomes. In fact, corporate savings would become the only source of 
voluntary lending ‘ ‘out of net income,” since no individual savings could 
be expected under such a scheme. Hence, while it is desirable to raise 
corporate income tax rates beyond their 1941 level, it would not be 
reasonable to raise them to the levels suggested for personal i incomes of 
identical size. Instead, dividend payments could be limited; and the 
investment of corporate surpluses in government securities could be 
stimulated by making tax rates dependent upon how the undistributed 
surpluses are used. 

It should be stressed that, while increased reliance on excise taxes, 
rather than on income taxes, would diminish progressiveness, financing 


“Income velocity is in the rough order of 2. Consequently, 5 per cent of income cor- 
— to roughly 10 per cent of the stock of money. 

“Yet it should be borne in mind that the potential rise in industrial production defi- 
nitely overstates the potential rise in aggregate real output. As to the slow rise of industrial 
production in recent months, see Table VII above. It should not be expected that in the 
future course of the war the average annual rate of increase in aggregate real output will 
exceed 5 per cent by any substantial margin. 
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by excise taxes is much less undesirable than inflationary financing op 
the scale now contemplated. Excises and sales taxation share lack of 
progressiveness with inflation. But excise taxes and sales taxes jp 
themselves do not tend to disorganize the currency and thereby to 
reduce economic efficiency. Furthermore, certain commodities could be 
exempted from sales taxation, while they could not be exempted from 
a cumulative price rise. We do not mean to deny that, in so far as ra- 
tioning and price control are completely effective, controlled inflation 
may, for the duration of the war, distribute the consumption burden 
more equitably than do sales taxes. Yet direct controls, such as ration- 
ing and price control, are unlikely to prevent a considerable rise in the 
price level if the monetary pressure becomes very high and the post- 
war difficulties also increase substantially in case the temporarily steril- 
ized purchasing power of- the war period becomes excessive. The 
substitution of increased excise taxes or of a general sales tax for some 
portion of the income taxes suggested above would be distinctly less 
harmful than inflationary borrowing on the now contemplated scale. 

A severe taxing policy would have to be combined with certain meas- 
ures of price control and rationing.*’ This is true mainly because no 
degree of taxation would reliably prevent the wealthier groups of the 
population from maintaining their consumption by depleting their idle 
balances. This is another way of saying that taxes may be paid out of 
previously accumulated hoards and that loans, too, may be made from 
these sources rather than “out of current income.” The curtailment of 
consumption for which we are heading is obviously very significant. 
All calculations point to the necessity of cutting per capita real con- 
sumption to deepest depression levels. Considering the absence of 
unemployment in war periods and also the growth of population during 
the last decade, this may imply standards considerably lower than those 
of 1932 for the middle and upper brackets. The resistance against such 
a substantial reduction of the standard of living will be strong. If free 
competition among consumers were maintained and taxes were raised 
to the level considered above, dishoarding would undoubtedly become a 
means of partly maintaining consumption standards. This is the main 
reason why income taxation in itself does not necessarily result in an 
equitable distribution of burdens** and also does not, in itself, prevent 

“We mean here price control and rationing of consumers’ goods. The allocation of 


rces 


resources to armament industries, considered above, obviously implies rationing of resou! 

“The other reason is that, in fields of especially high scarcity, prices will tend to mse 
at practically all levels of income taxation. It was suggested above that this problem be 
handled by the means of excise taxes. It is desirable to combine excise taxation with price 
control and rationing rather than to rely entirely on excise taxes. As was pointed out in 
the text, the justification of excise taxes in these cases is that direct controls alone would 
presumably not prevent a rise in prices effectively. By means of excises, the inevitable rise 
could be utilized for the purposes of the Treasury. 
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the leaking out of scarce resources from the war sector of the economy 
into the civilian sector. Price control and rationing are insufficient sub- 
stitutes for a reasonable taxation policy; but price control and the 
rationing of scarce essentials are necessary to supplement an equitable 
and efficient policy of war finance. 

It should be added that the deduction of income taxes at the source, 
wherever the “source” is distinct from the income recipient, would 
greatly facilitate the achievement of these objectives. This method 
would have the advantage of substantially reducing the time lag be- 
tween legislating and collecting. Many persons would thereby be in- 
duced to adjust their budgets to changed taxes simultaneously. 
Deduction at the source may also reduce administrative expenses, al- 
though certain administrative difficulties should not be overlooked. The 
main difficulty would seem to be that of handling the problem of 
residuals which cannot be settled before the tax year is over. The final 
yearly tax of an individual cannot be calculated before his yearly in- 
come is known, since under a progressive income tax the yearly income 
is one of the determinants of the rate which should have been applied. 


Conclusion 


The “ideal” tax policy discussed in the foregoing pages would enable 
the Treasury to refrain from inflationary borrowing. In reality we must 
take it for granted that some portion of the war fund will be raised by 
inflationary methods, although a serious effort will no doubt be made 
to sterilize the additional money stock in the hands of the consumer 
by the means of direct controls. But if these controls are to be rea- 
sonably effective and if the problem of post-war readjustment is not to 
be aggravated considerably, the ideal degree of taxation should be 
approximated much more closely than is now planned. 

According to the Budget Message submitted to Congress on Janu- 
ary 7, 1942, the aggregate revenue of the fiscal year ending June 1943, 
would amount to about 26 or 27 billion dollars.** This figure includes 
about 2 billion dollars expected from increased Social Security con- 
tributions. The detailed tax proposals of the Treasury were submitted 
to Congress early in March. Total expenditures of the Treasury for 
fiscal 1943 will exceed 70 billion dollars and consequently the deficit 
reach a level of about 45 billion dollars. Taking account of the in- 
creased tax burden but disregarding for a moment price control and 
rationing, it may be assumed that not more than about 20 billion dol- 
lars of the total borrowing would tend to come out of current gross 
savings. The rest would tend to become inflationary borrowing. The 


- Individual income taxes would apparently yield about 8 billion dollars and corporate 
income taxes, including the excess profits tax, about 9 to 10 billions. 
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supply of money now being in the order of SC billion dollars, there 
would be a tendency for inflation at an annual rate of about 50 per 
cent.** Price control and rationing would have to obviaté this tendency 
and thereby to enforce a higher rate of saving. But it does not seem 
possible to work against a pressure of this magnitude successfully, 
Taxation should be increased substantially beyond the now contem- 
plated level before it is too late. 


University of California 


“The tendency may even be in excess of this, considering that the supply of consumers’ 
goods will be declining simultaneously. 
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THE FUTURE OF FROZEN FOREIGN FUNDS 


By Jupp 


Over 7 billion dollars in foreign-owned assets are now subject to 
regulation by the United States Treasury Department. (See Table on 
p, 266.) The presence of extensive exchange controls in a country long 
distinguished as the foremost champion of free exchange raises ques- 
tions of the most far-reaching significance for the future course of 
international finance. It will be the concern of this paper to examine the 
circumstances under which the American controls operate with a view 
to determining what conditions may be necessary or desirable before 
the United States can safely reopen its money markets to foreigners. 

The immediate objective of any exchange control is to bring foreign 
transactions under the scrutiny of a governmental agency in order that 
the particular purposes of the government may be enforced. While 
these purposes differ widely among the various countries,’ they ordi- 
narily are concerned with (1) the rationing of foreign exchange ren- 
dered scarce by continued strains, arising from the balance of payments, 
on cash resources,” and/or (2) the supervision of imports with a view 
to influencing the terms of trade or in support of internal economic 
nolicies of the government. In general it may be said that government 
intervention in the foreign exchange markets has been provoked in most 
cases either as a necessary feature of governmental regulation of trade, 
or as a sort of temporary receivership for deranged national accounts, 
where the alternatives—uncontrolled currency depreciations or formal 
devaluations—were thought to be more onerous methods of securing 
the needed correction in the balance of payments. 


I. The United States Version of Exchange Control 


The United States had two grounds for opposing the world-wide 
trend toward exchange control, which in the years 1931-39 put every 
important exchange market save our own on a controlled basis.’ The 


‘Professor Ellis distinguishes functionally seven types of exchange control, ranging from 
he prevention of capital export to the bolstering of totalitarian economic and political 
ntrol. (H. S. Ellis, “Exchange Control in Germany,” Quart. Jour. of Econ., Aug., 1940, 
159-68.) United States’ wartime controls are comparable with the latter class, with the 
portant distinction that they are wartime (i.e., temporary) controls. 


‘Rationing exchange by some means other than currency depreciation is here meant. 


‘The British and French markets were not strictly controlled until the war made it 
necessary. However, the development of British bilateralism was sufficiently rapid through- 
ut the thirties to prevent the classification of sterling as strictly free. See H. J. Tasca, 
World Trading Systems (Paris, 1939), pp. 141-57. The French market was subject to 
. though perhaps not sufficiently frequent—rate revisions. See P. Einzig, World 
“mance, 1939-1940 (New York, 1940), 
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first was a matter of economic faith—that increased governmental] jn. 
terference with international finance would impose an incubus on inter. 
national trade.* The many facets of this faith are hard to define, byt 
perhaps the Hull program may be considered an application of it jp 
modern circumstances. It does not insist that exchange markets shal] 
be absolutely free of all government regulation. Rather it contemplates 
that, though regulation may be undertaken in the interests of pro- 
tecting international currency relations against speculative derange- 
ment and “downward spirals” initiated by depression, such regulation 
shall none the less be confined within limits consistent with the concep- 
tion of exchange markets as mechanisms facilitating the adjustment 
of the international balance of payments.° 

Whether this faith suited the circumstances of other countries or not. 
it was clearly more appropriate to our own international economic posi- 
tion than acceptance of the trend toward exchange controls would have 
been, and this was the United States second ground for opposing the 
exchange control. Throughout the difficult thirties the United States 
never experienced any really awkward shortage of exchange. A chron- 
ically active balance of trade (4 billion dollars, 1935-40), coupled 
with a torrential flow of both long- and short-term capital to this 
country (7.4 billion dollars, 1935-40),° produced not an exchange 
shortage but an embarras des richesses. The manifestation of these 
circumstances was the unprecedented 12 billion-dollar influx of gold 
in these years.’ But even in the event of an exchange shortage, our 
relatively small ratio of foreign to domestic trade would have kept the 
problem less than crucial in our national economic policy. As it was, 
we were more concerned with the fact that our credit balance in com- 
mercial and capital transactions with the rest of the world was frozen 
by the controls adopted by countries in circumstances precisely the re- 
verse of our own. 


* However, W. Diebold (New Directions in Our Trade Policy, New York, 1941, chap 
2) finds that available evidence on the effect of the Hull anti-control program on trac 
does not support the proposition that a removal of controls stimulates imports. But this 
may have been merely the failure of the import-stimulating aspect of the policy to over- 
come the effects of the devaluation of the dollar as a stimulus to exports. Cf. Imre de 
Vegh, “Imports and Income in the United States and Canada,” Rev. of Econ. Stat., Aus., 
1941, p. 137. De Vegh found that during the period of pronounced increase in exchange 
controls, the League of Nations figures show a drop in the marginal import ratio (+¢., 
the slope of the regression of world imports on world industrial production) from .95 in 
the period 1925-29 to .49 in the period 1932-38. (Ibid., pp. 138-39.) Ellis also believes 
that exchange controls reduce the volume of trade and discusses the evidence. (OP. <t., 
pp. 184-91.) 

* Cf. Tasca, op. cit., pp. 158-60; J. Donaldson, The Dollar (New York, 1937), pp. 193 f. 


* This figure was derived from Federal Reserve Bulletin figures on capital movements 
and earmarked gold. The dates are inclusive. 
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Despite the opposition of the United States to the trend,* foreign 
exchange markets outside of this country had become alarmingly “un- 
free” by the summer of 1939. The imminence of war gave added impetus 
to the world-wide flight to the dollar. Repatriation of American foreign 
investments (804 million dollars, 1935-40),° the United States Treas- 
ury’s gold purchases,”® the transfer of foreign-owned funds to the 
uncontrolled American market in the interest of liquidity and security 
_all these factors in the general movement were intensified by the 
threat of war, and later by the war itself. This one-way movement of 
international funds, which foreign controls originally encouraged, came 
to be in itself a major cause for the continuation and extension of such 
controls, and developed into the main problem of international finance 
in the pre-war period. No solution was in sight when the war itself, 
bringing rigid new controls in its wake, indefinitely postponed the 
search. Before the war brought us a completely different order of finan- 
cial concerns, the main problem for the United States was how to foster 
international financial institutions which would dispense with the 
competing, arbitrary, and discriminatory controls imposed by various 
nations for various purposes, without merely returning to the mag- 
nificent disorder which originally prompted those controls. It is to this 
oroblem that the United States will have to return after the war. 

However, when the United States returns to the problems of peace 
finance, it will do so not as the world’s leading advocate of “free 
finance,” but as the world’s most powerful practitioner of exchange 
control. The present controls were adopted in response to a dilemma 
occasioned by Germany’s military seizures. In April, 1940, when the 
first controls were imposed, there was no problem of capital flight or 
exchange shortage to be met. The United States had simply to choose 
between sacrificing its free exchange policy and allowing Germany, less 
reluctant in controls, to take over the American holdings of invaded 
countries. It chose the former. 

*To a large extent the opposition of the United States was merely verbal. We did not 

eralize our trade policy significantly. The Hull program apparently favored exports 
more than imports. (Diebold, op. cit., pp. 9, 22.) The devaluation of the dollar and the 

igh tariff policy played some part in driving other nations to adopt exchange controls. 
Cf. M. A. Gordon, Barriers to World Trade (New York, 1941), p. 30. On the other hand, 
the United States did continue to buy gold despite the proportions of its flow here, and 
that was a definite step supporting a “free finance” policy, whether that was the actual 
notive of our gold purchases or not. 

Federal Reserve Bulletin figures on international capital movements. 

The bulk of the gold sales were, of course, merely the means of effectuating the flow 

f capital to the United States. None the less, for new gold the United States was the only 
practical buyer in the world. Similarly, large amounts of gold ordinarily held in reserve 
abroad were shipped here. Accordingly, it is proper to include transfers of gold to this 


untry as an independent manifestation of the “flight to the dollar,” and the existence 
‘fa steady gold market here as one of the reasons for that flight. 
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By subjecting to Treasury licensing all transactions involving a prop. 
erty interest of any national of an occupied country, the United State: 
hoped to accomplish several objectives.’ Most immediately, the Treas. 
ury’s scrutiny of such transactions was intended to be a protection to 
owners in invaded countries. In addition, however, it was designed to 
afford some measure of protection to the American custodians—mostly 
banks—of the property of these owners.” In lieu of government inter- 
vention, the custodians had no legal basis for refusing to honor legiti- 
mate drafts; and they had no factual basis on which to determine 
whether a given draft was drawn under German duress or not. A fur- 
ther, though much more remote, prompting of the American controls 
was the thought that American creditors and investors might eventually 
be benefited by the government’s efforts to keep the assets of invaded 
countries intact. 

For these purposes it was thought sufficient to require licenses only 
for those transactions which involved the property of the invaded na- 
tions. However, experience with enforcement readily showed, and policy 
belatedly recognized, that effective prevention of any specified class 
of transactions meant rigorous supervision of all transactions involving 
a foreign interest.’* Moreover, as the United States increasingly under- 
took economic measures against the Axis, a new motive for exchange 
control appeared: the bolstering of our anti-Axis economic policy by 
means of a financial blockade. Hence, from a limited control intended 
primarily to protect invaded countries, the United States exchange con- 
trol grew in a year to a thoroughgoing Treasury supervision of any 
foreign financial transaction which might redound to the benefit of the 
Axis. 

“The motives of the freezing are available in the press accounts of interviews with 
government officials. See, for example, “Treasury Studies Legality of Policy of Foreign 
Assets,” Jour. of Comm., July 19, 1940, and editorial in the New York Herald Tribune 
April 12, 1940. See also Treasury Department Appropriation Bill for 1942, Hearings 
before the Subcommittee of the House Committee on Appropriations, February, 1941 
77th Cong., 1st sess., pp. 78, 82-83, 84, 85; Banking, Aug., 1941, pp. 24-25; A. M. Strong, 
“The Freezing of Foreign Assets,” Am. Banker, July 22, 1941. Later motives of economic 
warfare were specified in the official Press Release accompanying the Executive Order 
freezing Japanese and Chinese assets, July 26, 1941. J. W. Pehle, Assistant to the Secre- 
tary of the Treasury, in charge of the Division of Foreign Funds Controls, reviewed the 
purposes of the control and its development in a luncheon address before the Foreign 
Credit Interchange Bureau in March, 1941 (mimeographed). For an inferential summary 


of purposes, see “Foreign Funds Control through Presidential Freezing Orders,” Columbic 
Law Rev., June, 1941, pp. 1042-44. 

However, the issuance of a license does not necessarily determine the licensee's right 
to the funds involved, except in the case of foreign public funds where the State Depart- 
ment has been authorized by statute to certify the right of the claimant. Pub. Doc. No 
31, 77th Cong., 1st sess., chap. 43, S. Doc. 390. 

* “ ‘Freezing’ of Assets May Be Broadened,” Jour. of Comm., February 11, 1941; “Mil- 
lions in U. S. Money Withdrawn by Italians,” New York Herald Tribune, May 3, 1941; 
“Reich Liquidating Its Credits Here,” New York Times, April 17, 1941; and editorial in 
The (London) Economist, Feb. 1, 1941. 
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In form the control is simply a supervisory power over financial 
transactions with foreigners,"* delegated by the President under statu- 
tory authority*® to the Secretary of the Treasury. Under the President’s 
orders’® any transaction with, or for, or in behalf of, a foreign national 
of 35 specified countries’’ requires a Treasury license. To obtain such 
a license the parties to a proposed transaction must submit to the Fed- 
eral Reserve Banks notarized forms setting forth all relevant details.** 
The banks forward these applications’ to the Treasury’s Division of 
Foreign Funds Control, where the facts are examined in the light of 
policies determined by an Inter-Departmental Committee. A licensee 
must keep a record of the transaction and may be required to report.*° 
In addition, all holders of foreign property are required to report the 
nature of the holding to the Treasury.” Failure to conform to the orders 
is punishable by 10 years’ imprisonment, or $10,000 fine, or both.” 

The immediate problems of the control are those which concern its 
wartime effectiveness in preventing economic benefits to the Axis and 
economic detriments to victims of the Axis.** These problems are largely 
short-run problems of administration and, as such, do not raise sig- 


“4 fuller description of the control can be found in Hearings on the Treasury Depart- 
ment Appropriation Bill, op. cit., pp. 76-105; Amos E. Taylor, “Frozen Funds and Na- 
tional Defense,” For. Comm. Weekly, Aug. 9, 1941, pp. 6-7; “Property Census—An Ele- 
ment in Foreign Funds Control,” zbid., Aug. 16, 1941, p. 6. 

“The President’s authority derives from the Trading with the Enemy act of October 

1917, sec. 5 (b) (40 Stat. 415), as amended by the Emergency Banking act of 1933 

48 Stat. 1), and the Joint Resolution of May 7, 1940, which last see for the final version 

f the power. Pub. Res. No. 69, 76th Cong. 

The “freezing orders” issued under this authority date from April 10, 1940 (Executive 
Order No. 8389, amending Order No. 6560 of January 15, 1934) to December 26, 1941 

Executive Order No. 8998, amending earlier orders so as to extend freezing automatically 
to all territory occupied by the enemy). The basic control documents, namely the Execu- 
tive Orders, General Rulings, General Licenses, Public Circulars, Proclaimed List of 
Certain Blocked Nationals, and the Presidential Proclamation authorizing the list, are 
all available from the Treasury or the Federal Reserve Banks. 

“Norway, Denmark, The Netherlands, Belgium, Luxembourg, France (including 
Monaco), Latvia, Estonia, Lithuania, Rumania, Bulgaria, Hungary, Yugoslavia, Greece, 
Albania, Andorra, Austria, Czechoslovakia, Danzig, Finland, Germany, Italy, Liechten- 
stein, Poland, Portugal, San Marino, Spain, Sweden, Switzerland, U.S.S.R., China, Japan, 
Thailand, Hong Kong, and the Philippines. “Nationals” include many persons besides 
actual citizens or subjects. See Executive Order No. 8785, as amended, sec. 5. The trans- 
ctions of unoccupied neutrals and anti-Axis belligerents are subject to liberal license 


* Executive Order No. 8785, as amended, sec. 4(A), and Regulations thereunder, sec. 


Except a small proportion which are decided at the Federal Reserve Bank on the 
asis of General Authorizations from the Treasury. 
~ Executive Order No. 8785, as amended, sec. 4(A and B); Regulations, sec. 130.3. 
Regulations, sec. 130.4. 
~ Executive Order No. 8785, as amended, sec. 8. 


See the present writer’s “Freezing Dollars Against the Axis,” Foreign Affairs, Oct., 


1, p. 113 


104 
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nificant issues in international finance.** The problem of what is to be 
done after the war, however, raises really vital questions of financial 
policy. And the consideration of these questions cannot be postponed 
until the return of peace. 

The absence of government exchange controls has been habitually 
described—it may be wondered why—as a state of “free exchange.” 
Any country’s regard for free institutions may well command respect 
in these times, but a willingness to justify chronic disorder by labeling 
it “free” is merely an invitation to authoritarian controls. From this 
point of view, the striking characteristic of international finance from 
1919 to 1939 is not that it was converted from a free to a controlled 
basis in most nations, but that, whether controlled or free, it moved in 
a more or less unbroken crescendo of disorder, punctuated at the begin- 
ning and end of the period by the complete rupture which world war 
entails.*” Thus after the war the question will scarcely be one of deciding 
whether or not to return to pre-war financial institutions. There is lit- 
erally nothing to return to. The question will be how to induce some 
degree of order in a field carrying a long tradition of disorder. 


II. An Approach to Policy 


In the remaining paragraphs of this paper it will be argued that: 
(1) The circumstances attending the return of peace will not be auspi- 
cious for an unqualified removal of United States controls, because such 
a removal would likely result in an arbitary allocation of United States 
goods not on the basis of international needs but on the basis of accrued 
claims, and because the unrestrained expenditure of such claims would 
embarrass the rebuilding of an adequate mechanism for international 
finance. (2) The possibilities in an international clearance of claims 
are not promising, either as a means of disposing of frozen claims here 
and abroad, or as a step in the reconstruction of international finance. 
(3) Only a comprehensive and carefully plarned pattern of economic 
reconstruction will make possible a satisfactory handling of the frozen 
funds. In such a pattern of reconstruction, the frozen funds could, with 
considerable freedom, play a useful rdle. 

Unqualified removal of controls. At the close of the last war, the 
wartime controls, which were very similar to the present ones, were 

“The problem of securing Latin American codperation in the control may be thought 
of as an exception to these statements. The international control techniques now (Feb- 
ruary, 1942) being worked out in the hemisphere will unquestionably have some influence 
on the developmert of post-war finance. 


* For brief accounts, see P. Einzig, op. cit., chap. 3; M. A. Gordon, op. cit., pp. 7-40; 
J. B. Condliffe, The Reconstruction of World Trade (New York, 1940), chaps. 2, 3. 
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removed almost immediately.”* It might be supposed in the first instance 
‘hat a similar procedure would be appropriate after this war. After all, 
are not the frozen claims legitimate obligations of the United States? 
Short of a desire or willingness to repudiate these debts, what basis 
would the United States have for refusing to release the funds for 
whatever use their owners should elect to make of them? 

This line of thought, however, oversimplifies the complications which 
mav embarrass the free use of foreign funds after the war. Obviously 
the mere fact of a debt’s existence is not a sufficient reason to support 
the unqualified freedom of international funds. The very existence of 
wartime restrictions shows that circumstances may arise under which 
obligations other than those of a simple debt nature may be regarded 
1s determining the status of foreign funds. The question then is whether 
the circumstances of the immediate post-war period may, like the war 
itself, point toward the maintenance of some restrictions on the use of 
foreign claims. 

The first objection to an unqualified release of the funds is that such 
a step would inevitably lead to an arbitrary international allocation of 
the available American goods. That such goods will be in intense de- 
mand after the war seems clear, in view of the industrial demoralization 
of war areas. If the goods are to be allocated through ordinary market 
processes, the owners of the frozen funds would gain an arbitrary ad- 
vantage. How arbitrary is clear when it is recalled that the frozen claims 
have no necessary relation to a given nation’s war sacrifices or post-war 
needs. For example, France presumably will have intact most of its 
current frozen holdings; China, Britain and Russia will have no sub- 
stantial holdings at all (except their current gold production). Con- 
eivably the problem of these arbitrary purchasing-power disparities 
might be approached in terms of new loans or post-war lease-lend ar- 
rangements. Since, however, the effectiveness of foreign purchasing 
power is limited by the export potentialities of our economy,” any 
leveling of arbitrary advantages via increasing the funds available to 
foreigners would force the United States (1) to permit an inflation of 
export prices, with the attendant depreciation of the dollar at the ex- 
pense of domestic consumers, or (2) to adopt export controls, in which 


"A presidential order of July 26, 1919, freed foreign accounts except for certain re- 
strictions on Central European exchange, which were retained to facilitate the work of 
the American Relief Administration, and restrictions on transfers to Bolshevik sections of 
Russia, which were retained as part of the general United States policy vis-a-vis Russia. 
By December, 1920, even these restrictions were removed. Federal Reserve Board, Annual 
Report, 1919, pp. 48-49; ébid., 1920, p. 34. 

“ These potentialities will probably be relatively low in the immediate post-war period 
vhen our economy is still geared to the production of war goods. 
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case we are in effect controlling foreign exchange. 

In a period of post-war unemployment there might be considerable 
pressure on the government to adopt just such a policy of stimulating 
exports in order to increase domestic employment. The merits of this 
suggestion cannot conveniently be explored here, but we may note 
three strong objections: (1) the conscious inflation of export prices js 
itself a form of debt repudiation, a result utterly inconsistent with the 
motives here assumed to base its adoption; (2) it is doubtful that i 
would lead to any desired allocation of United States goods; and (3) as 
far as the (good) effect on employment in the United States is con- 
cerned, similar stimulation could be obtained by domestic-market proj- 
ects, without any loss of product via exports. 

The second objection to an unqualified release of the claims is that 
their complete liquidation might be a considerable blow to the recon- 
struction of international finance. As is well known, the 7.5 billion dol- 
lars in frozen claims** were originally acquired directly or indirectly 
through the shipment of gold, securities, and merchandise for sale in 
the United States. The movement of long- and short-term capital in the 
years 1935-40 itself built up a large part of these claims: 3.2 billion 
dollars in bank balances, 1.25 billions in earmarked gold, 803 millions 
in foreign securities, and 101 millions in brokerage balances.” The 
very fact that such funds could be transferred from other countries 
to the United States illustrates that some sort of system of international 
finance was operating, whether well or badly. Instruments of interna- 
tional monetary significance (e.g., gold and securities) did exist. In 
effect the capital movement meant that balances which were formerly 
maintained in various markets came to be shifted to the United States 
market. The gold which the United States acquired in consequence re- 
mains available to secure their convertibility. For all practical purposes 
the United States became the international bank of the world, with 
substantially all international funds maintained here, and substantially 


** Estimated as of the end of 1941. D. W. Bell, Under Secretary of the Treasury, listed 
the holdings of Denmark, Norway, The Netherlands, Belgium, Luxembourg, France, Lat- 
via, Estonia, Lithuania and Rumania at 4.4 billion dollars based on a Treasury census 
of frozen holdings. (Hearings, op. cit., p. 80.) My estimate for other countries is based 
on Federal Reserve and Commerce Department figures, corrected for estimated capital 
movements and checked against estimates made informally by various interested govern- 
ment agencies. For the country-by-country breakdown, see the Table, p. 266. It is to be 
borne in mind that, for the purposes of the freezing orders, many holdings which would 
not ordinarily be defined as “foreign” are included. (See footnote 17, supra.) Such inclusion 
might make the figure some 25 per cent larger than estimates of foreign holdings made 
for other purposes. To serve as an estimate of frozen funds at the end of the war, the 
figure would have to be qualified further by reductions or increases through licensed 
transactions during the war. The volume of these transactions is not available, but scat 
tered evidence in the press on licensing policy and the Federal Reserve Bulletin’s figures 
on current capital movements to and from certain of the frozen countries suggest that 
the frozen funds are being kept substantially intact. 

* Derived from statistics on international capital movements in the Federal Reserve 
Bulletin. 
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al] the international reserves (gold) here too.** No one can question the 
technical soundness of the reserve position of the United States. Inter- 
national claims could be completely liquidated in gold without disturb- 
ing the larger portion of these reserves. In the light of this unprece- 
dentedly strong reserve position, why would the system of international 
anance be endangered by removing restrictions on foreign funds? 

The danger is paradoxical only on first glance. United States gold 
reserves are not inadequate in the usual sense. They are merely irrele- 
vant. There are good reasons to believe that a lifting of restrictions 
would not start a movement from dollar claims to gold, but rather from 
sold to dollars, just as before the war. These reasons are, firstly, that 
the post-war needs of nations owning dollar resources or gold are such 
as to urge their expenditure on goods; and, secondly, it seems unlikely 
that they will be in a position to remove their own controls after the 
war. The United States, alone being capable of selling goods and 
amenable to buying gold, will become the place where international 
claims are cashed—not in gold, but in goods. The position of the United 
States is roughly comparable to that of a bank whose depositors all 
want to cash their deposits, but refuse to accept cash. This upside- 
down result is only another facet of the financial inversion which, as 
other writers have noted, has put gold on a dollar standard. 

If this sort of encashment of international claims should be allowed 
to take place, as well it might, it would amount superficially to an 
honoring of international claims, but in reality to a winding-up of the 
system of finance to which they are relevant. The United States in 
effect would have “cashed” all the world’s gold in a procedure through 
which the gold loses any further international monetary significance. 
The gold standard would paradoxically be lost through the very steps 
taken to save it. This paradox, though, is only another reminder that an 
international standard, gold or other, depends on international policy, 
not on unilateral action by a single nation. 

Thus we may conclude that an unqualified removal of restrictions on 
foreign funds would be undesirable because (1) it would amount to 
an arbitrary allocation of limited United States production among the 
needy nations in the post-war reconstruction, and (2) it would tend to 
dissolve the available mechanism of international finance by permitting 


An accurate estimate of funds capable of conversion into dollars but not now in this 

try is not really possible. Of some interest is the Federal Reserve estimate that at 
the end of 1939 the potential dollar purchasing power of foreigners, including gold re- 
serves not actually in this country, was 17.4 billion dollars. Federal Reserve Bulletin, 
Dec., 1939, p. 1042. This estimate does not, of course, take into account lease-lend bal- 
nces or other war credits. 

The problem of maintaining a balance of payments without further depreciation of 
war-weakened currencies, and of expending the available foreign exchange resources on 
the imports thought to be most necessary in a reconstruction period, may be expected to 
Prompt a continuation of controls, unless the nations can be persuaded by an offer of 
alternative advantages to relax their controls. This possibility is treated below in the text. 


Bulletin. 
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the complete liquidation of instruments formerly possessing inter. 
national significance. 

Before turning from the desirability of removing our exchange cop. 
trols without any further understanding as to the use to which the 
freed funds can be put, two other aspects of the problem should be 
mentioned, though they cannot be discussed in any detail here, The 
first is to note that the legal consequence of removing the controls would 
be to turn over to the courts the innumerable complex problems of own- 
ership and public policy which are bound to arise. The courts, in deter. 
mining which of several foreign claims to various funds should be hon- 
ored, would have no well-developed definition of public policy on which 
to rely.** The problem would be especially formidable in the event that 
the United Nations should fail to bring about the restoration of France. 
Belgium, and The Netherlands, the largest owners of frozen funds, 
(Together, these three countries own over half of the frozen funds.) 
The second is the political importance of the defeat of Germany. If 
Germany is not defeated, the likelihood that the United States would 
permit Europe’s American funds to be used, under German direction, 
for the purchase of American goods seems most remote, quite apart 
from the economic considerations discussed above. 

An international clearance of debts. The United States might well 
feel that the disposition of foreign claims in this country does not repre- 
sent a problem suitable for unilateral action by this country, but rather 
represents one aspect of the larger problem: What is to be the post-war 
fate of international claims everywhere? Recognizing this larger prob- 
lem, some observers, including Secretary of the Treasury Morgenthau, 
felt, even in the early weeks of our control, that the frozen foreign 
funds might afford a means of securing for American investors and 
creditors at least a partial payment on their outstanding claims against 
foreigners.** This concern about foreign debts was not new. Discussions 
of the defaulted European war debts, the defaulted South American 
loans, the German-blocked dividends and interest payments, and the 
Mexican expropriations provide much evidence of its place in Amer- 
ican foreign policy.** But the United States had never before been in 
a position to undertake directly retaliatory action; there were no foreign 
balances in this country to be blocked abroad. The war-prompted flight 

“For a discussion of the state of the law relevant to the settlement of foreign claims, 
see Columbia Law Rev., op. cit., pp. 1048 ff., and an extended note on “Protective Ex- 
propriatory Decrees of Governments in Exile—Their Application to the United States, 
in the same issue, p. 1072. See also Arthur Nussbaum, Money in the Law (Chicago, 1959), 
chap. 8. 

* See, for example, “U. S. May Use Funds of France on Debt,” New York Times, Aug 
9, 1940; PM, Oct. 10, 1940. 


“See J. W. Gantenbein, Financial Questions in United States Foreign Policy (New 
York, 1939), chap. 1 and passim. 
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1o the dollar changed this situation by radically changing our balance of 
oayments.*® The influx of foreign capital resulted in the piling up of 
European balances here, despite our favorable balance on current ac- 
count. At the end of May, 1941, for instance, the Federal Reserve Bul- 
letin reported foreign banking funds in this country at 3.9 billion dol- 
lars, in contrast to a mere 364 millions reported by United States banks 
as their foreign holdings. So the United States had the power, if it 
wished to exercise it, to do what England had frequently done during 
the past decade—insist that, before foreign balances would be released, 
some agreement should be made designating a portion of the funds to be 
ysed in satisfaction of foreign debts. 

The figures for total foreign investments of Americans abroad and of 
foreigners here appear to suggest that such a payments agreement might 
provide for extensive compensation to American investors and creditors. 
Our assets abroad at the end of 1940 were estimated by the Department 
of Commerce to be slightly over 11 billion dollars, or 23 billion dollars 
if obligations arising out of World War I are included. If only the coun- 
tries whose American assets have been frozen by the President’s orders 
are counted, our foreign investments are as follows:*° 


Direct investments $1,051 million 
Portfolio investments (dollar bonds) 613 . 
Short-term (“Banking”’) funds 80 
World War I debts 8,069 * 
$9,813 


The frozen assets, we have seen, are estimated at 7.5 billion dollars. 
However, the possibilities of offsetting American claims against 

frozen foreign claims is less promising than these totals might suggest. 

If the clearance is undertaken on a country-by-country basis,*” a lump 


"After 1935 the United States might have blocked foreign balances to force a settle- 
ment of debts to Americans, but strong political considerations operated increasingly 
t the step. We hesitated to demoralize further the already demoralized European 


markets, and we were still hopeful that our efforts in behalf of free finance would be 
cessful. Cf. Secretary Morgenthau’s defense of the government’s gold-buying policy. 

Letter to Senator Wagner (Mar. 22, 1939), Treasury Department, Press Release, March 
1939, 


1 
See table, p. 266, and footnote 28 for sources. 


"If the occupied countries owning frozen assets here are restored after the war, clear- 
nce on a country-by-country basis would be the only possible method. A lumping to- 
ether of European funds would, of course, be to some extent an appropriation of the 
assets of one country to pay the debts of another. If the European countries are not re- 
stored, or if Germany remains in control of Europe, then there would be somewhat more 

stification for treating the assets as “European.” In this event, however, the procedure 

uld be less a reciprocal clearance than a unilateral action by the United States, recog- 
nizing the loss of its European investments, and appropriating European assets here as 
ffset. 
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figure of foreign investments is not an appropriate indicator of clear. 
ance possibilities. From the table below it can be computed that the 
frozen assets of eight countries exceed our placements there, also frozen. 


A PARTIAL BALANCE SHEET OF AMERICAN AND FOREIGN CLAIms® 
(In millions of 


Foreign claims lU nited States claims against foreigner 
United States Iw orld WarI| Other | Total 
Austria $ 9 | $ 26 $ 6 $ 2 
Belgium 760 | 401 | 53. | 454 
China 275 0 140 || 140 
Czechoslovakia 5 165 7 172 
Denmark 92 0 111 111 
Finland 17 10 | 18 
France 1,593 3, 864 167 | 403 
Germany | 107 | 1,é29 =) 382 1, 607 
Greece | 122 | a 24 56 
Hungary 24 2 33 35 
Italy | 72 | 2,005 | 155 2,156 
Japan 131 o 197 197 
Latvia, Lithuania, Estonia 29 29 | 53 82 
Netherlands 1,619 0 96 96 
Norway 175 0 91 9| 
Poland 7 206 | 81 287 
Portugal 157 0 | 17 17 
Rumania, Bulgaria 55 64 CO} 56 120 
Spain 30 0 86 | 86 
Sweden | 516 0 | 2 | 2 
Switzerland | 1,484 0 | 12 | 12 
U.S.S.R. 39 192 10 202 
Yugoslavia 71 62 | 33 95 
Total $7,437 | $8,281 | $1,844 | $10,125 


® Not listed here are Thai assets, frozen on December 9, 1941. Furthermore an amending 
order of December 26, 1941 froze Hong Kong and provided for the automatic freezing of 
further territories occupied by the enemy. Executive Order No. 8988. 

Sources: For foreign holdings in the United States, see footnote 28. The United Stat 
claims arising from World War I are taken from the United States Treasury’s Annual Repor 
1940. Other United States investments are estimated by correcting the Commerce Depart 
ment’s figures for 1936 (the last year for which the figures are available by country) on the 
basis of the increase shown in Commerce Department’s estimates for our investments in all 
countries in 1939 (United States Department of Commerce, Release of July 15, 194 
Figures for our investments in Luxembourg are not available. 


by 4.3 billion dollars, indicating that this amount of the frozen funds 
would not be available for offsetting purposes. 

If a further distinction is drawn between government and private 
debts, and private assets are excluded from clearance against public 
debts, a further reduction must be made in the amount of frozen foreign 
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funds which might be disposed of by clearance. The amount of reduc- 
tion on this score can be estimated only roughly, since available sta- 
tistics do not distinguish between private and public funds. But there 
is reason to believe that, by-and-large, the frozen funds are about two- 
thirds private, and one-third government and central bank.** If this 
timate is correct, clearance would take care of only 1.5 billion dollars. 
In addition, certain reductions must be made in the American claims 
which might appropriately be allowed. The clearing estimates given 
above have lumped all American claims together—war debts, private 
claims, dollar bonds. It is at least doubtful, however, whether the United 
States should or would insist that the old war debts be included in 
clearance. An obvious element of inequity would arise from the circum- 
stance that the major debtors of World War I are, with the exception 
of France, the countries with small American holdings. Of the 8 billion 
dollars in war debts owed by the countries with frozen American 
holdings, three-fourths are owed by three countries: Germany (1.25 
billion dollars), Italy (2 billion dollars), and France (3.9 billion dol- 
lars). England, with an old war debt of 4.4 billion dollars, would escape 
the clearance altogether. Moreover, the United States might decide as 
tter of policy that a portion at least of the public funds of The 
Netherlands, Belgium, Poland, Czechoslovakia, Greece and Yugoslavia 
should be turned over to Britain in accordance with understandings, 
already reached or to be reached by the end of the war, between Britain 
and the governments-in-exile of these countries. If for these or other 
reasons it should be felt inappropriate to include the old war debts in 
the clearance, then the only American claims against the public funds 
of the frozen countries would be 500 million dollars in dollar bonds.*° 
A clearance of 347 million dollars is the greatest possible on this basis. 
In making these clearance calculations, private claims have been ex- 
cluded on the grounds that responsibility for private obligations is not 
properly imputable to governments, except where there is a specific 
government guarantee. Certain circumstances might arise, however, 


*The proportion differs considerably for different countries, according to the scattered 
‘formation which can be derived from evidence on gold holdings and central bank hold- 
s. In the case of some countries, the writer has been able to get no information at all. 
ever, since gold is mostly owned by governments and central banks, and securities 
vate owners, with banking funds split between the two, and since fairly accurate 
estimates of a types of holdings are available, the proportion here would seem at 
t 1 unreasonable. Central bank funds were here arbitrarily counted as public in 
ough there is considerable question whether for other purposes central banks 

e regarded as public or private institutions. 
* This figure includes loans guaranteed by foreign governments and obligations of munici- 
il and provincial governments, as well as the direct debts of national governments. The 
nclusion of municipal and provincial obligations, which total 82 million dollars, is ad- 
edly arbitrary. See P. D. Dickens, “Status of United States Investments in Foreign 
llar Bonds, End of 1¢40,” For. Comm. Weekly, July 19, 1941, p. 3. 
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which would render government responsibility for private commit. 
ments more reasonable. This would be the case if governments adopted 
(or continued ) exchange controls which in effect appropriate the foreign 
assets of their private citizens. Under such circumstances, governments 
might be considered to be assuming responsibility for the debts of thei; 
private citizens, even though the privately-owned assets which the goy. 
ernments appropriate do not belong to that group of private citizen; 
against whom Americans have claims. The controlling government: 
would then be chargeable with preventing private debtors from making 
payments. If such circumstances should apply to all the countries whos 
funds are now frozen in the United States, the possible clearance, coup- 
try by country, would be 1.2 billion dollars, approximately the figure 
(1.5 billions) obtained above by excluding frozen private assets, but 
including the old war debts. Inclusion of both war debts and private 
claims of the United States does not materially increase clearance pos- 
sibilities since either one exhausts the major portion of the available 
funds in this country. 

It is not possible to make a defensible estimate of assets of private 
foreign debtors in this country which might be available for satisfaction 
of their obligations to us. It seems unlikely that the amount represents 
any substantial portion of the frozen funds, however. For instance, for- 
eign exporters would typically own funds here, whereas foreign im- 
porters would owe debts. Only governments may be expected to be 
debtors and creditors of the United States at the same time. 

We may conclude, then, that (1) in the unlikely case Germany 
should succeed in dominating Europe, and we should counter with a 
seizure of the frozen assets of that entire area, making these assets 
available for the satisfaction of American claims of all types, the clear- 
ing process would operate at maximum efficiency. It would dispose of 
4.6 billion dollars of the frozen funds. (2) If, however, European coun- 
tries are restored to their former national status at the end of the war. 
the maximum clearance (country by country) would be 3.2 billions: 
but this amount would probably be reduced to practically nothing by 
weeding out both the American claims and the foreign funds thought to 
be inappropriately included in the clearing. 

In general the clearance of claims is unattractive, even apart from 
the limitations the figures indicate, because it arbitrarily singles out 2 
limited area of the world for a forced settlement of claims, while neg- 
lecting such important areas as the British Empire and Latin America. 
Moreover, it is at best a procedure that would contribute greatly to the 
further economic segmentation of the world. As such, it would compli- 
cate, or even be utterly incompatible with, plans for the reconstruction 
of war-blighted countries. 
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The frozen funds in planned reconstruction. The perplexing problem 

in the post-war handling of foreign funds concerns not so much their 
equitable liquidation as their effective re-utilization in the processes of 
inte rnational finance. For the reasons expressed above, there is at least 
4 strong possibility that unqualified removal of the controls, or removal 
conditioned on a reciprocal clearance of claims, would result in the ex- 
tinction of all international balances—a process roughly amounting to 
the winding-up of the mechanism of international finance. Conse- 
quently, either of these alternatives would deal a severe blow to hopes 
that an adequate pattern of world finance might be constructed out of 
the remains of the inadequate pre-war system. The problem, then, is 
how to qualify the post-war release of funds so as to avoid these ob- 
jections. 
' Basically the function of international finance, of which the foreign 
claims in every nation are an important aspect, is to provide inter- 
national economic development with what we may describe as flexibility 
in time and space. Time flexibility in a system of finance permits the 
development of any given area of the world at a rate faster than the 
savings of that area would allow. Space flexibility gives facility for 
transferring savings from one area to any other. During the present 
world war, pressing needs for the greatest possible expansion of arma- 
ments plus the strategic advisability of isolating enemies and unfriendly 
powers reduce flexibility to a very low degree. But, what is more rele- 
vant to our purposes, even before the war the financial system had an 
intolerably low degree of flexibility, owing to factors too familiar to 
justify recital here. 

At this distance from the circumstances attending the return of peace, 
it is difficult to speak concretely of the precise rdle which the now 
frozen foreign funds may be suited to play in a program of remedying 
the inflexibility of world finance. It is obvious that controls which oper- 
ite as virtual embargoes on the movement of funds reduce flexibility. 
Similarly, the existence of a huge volume of defaulted international 
debts reduces it, as do unstable currencies. But it would be a serious 
error to suppose that all exchange controls, other than limited govern- 
mental operations to smooth out currency fluctuations, must be inimical 
to flexibility. For, despite the abstruse and extensive political manipu- 
lation of exchange controls in the last decade, there seems to be little 
hope of preventing defaulted debts, capital embargoes, or currency in- 
stabilities without a very appreciable degree of government control.*° 


" Probably few economists would care to defend the abuses of exchange controls, just 

ild care to defend the financial abuses which inaugurated the era of exchange 
Ellis apparently fears that the discriminatory possibilities in exchange control 
cannot be avoided. (Op. cit., p. 217.) The danger cannot be glossed over. It 
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The vast movement of international funds to the United States afte, 
1934 was unquestionably a manifestation of chronic disorder in jnter. 
national finance. Even so, the movement may prove to have been not 
entirely unhappy for the eventual reconstruction of finance. By up. 
precedented pooling of financial reserves in a single center, the move. 
ment may prove to have facilitated opportunely the development of , 
nucleus for world banking. Moreover, the movement has given to the 
United States increased influence in the use of international funds jp 
the reconstruction of finance along liberal lines.** Thus, for example, 
the United States might advantageously release funds for expenditures 
on American goods on the condition that the beneficiary countries agree 
to maintain minimum gold balances in New York, or subscribe to an 
agreed amount of capital stock in a bank specially created to facilitate 
short- and long-term capital movements among the member countries, 

Without a planned reconstruction, any attempt to release the frozen 
foreign funds will worsen the condition of international finance, proving 
at the same time to be very costly to the United States. But in a planned 
reconstruction, the problem of the frozen funds largely disappears. For 
example, once a means of international banking is reconstituted, there 
would no longer be any reason to fear the effect of allowing the owners 
of frozen funds substantial freedom within the agreed rules. There 
still might be a considerable movement to convert dollars into goods, 
but this movement would proceed from the actual post-war need for 
goods, and not from the need to dispose of international funds that have 
lost their significance outside of this country. Nor would it any longer 
be unlikely that a good portion of the funds would be withdrawn in the 
form of gold (assuming, of course, that the new agreements retain gold 
as an international money). For gold could again have a useful func- 
tion in defining currency relations, securing legitimate adjustments in 
balances of payments, and even as a familiar basis for the control of 
domestic currencies. 

It would be pointless to understate the difficulties which beset such 
a program. It involves the articulation of currencies weakened not only 
by unproductive foreign debts and depressed world agricultural prices, 
but even more by the strains of war itself, both by distortions in the 


seems scarcely realistic to entertain the possibility of government controls aimed at in- 
ternational monetary stabilization without also recognizing the same opportunities for 
discriminatory practice. Cf. Tasca’s account of the development of British bilateralisr 
(Op. cit., pp. 145-57.) At the same time, there is no reason why international controls 
should not prove capable of avoiding both discrimination and instability. Cf. Virgil Salera's 
account of Argentine exchange control experience. (Exchange Control and the Argentin 
Market [New York, 1941], chap. XI.) 

“ By “liberal lines” is meant a system of finance which avoids the arbitrary groupings 
of regions on political rather than economic bases. 
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balance of payments and by inflationary methods of armaments finance. 
it further involves conceptions of international responsibility and co- 
operation which are quite at odds with the nationalistic developments 
of the past decade. It may provoke opposition among private bankers, 
who. though not in a position to provide the necessary institutions for 
4 flexible world finance, none the less feel that they must resist the ad- 
vent of government in their field. They contend that such a program 
would put finance at the mercy of politics, or more concretely and 
frankly, that it would deprive them of an established source of revenue. 

In conclusion, then, we may say that, in deciding what policy to 
follow with respect to the frozen foreign funds, when the return of peace 
removes the reasons for their freezing, the United States must recog- 
nize its relation to the whole problem of financial reconstruction. The 
release of the funds is vastly more complicated than was commonly sup- 
nosed at the time of their freezing. At the same time, the size of frozen 
holdings in the United States provides a real opportunity to influence 
world finance in the direction of an inclusive and flexible system, and 
iway from unrelated arrangements between pairs of nations or among 
small groups of nations. Just as the war called a halt to the chronic dis- 
ders of pre-war finance, so the end of the war will provide an occasion, 
not soon to come again, for the long-overdue revisions in international 
both as the trustee of a very large portion of international funds and as 
the only large nation in a position to finance reconstruction, could pro- 
vide the means of taking advantage of that occasion in the interest of 
more flexible and stable world finance. 
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STATISTICAL INVESTIGATIONS OF SAVING, 
CONSUMPTION, AND INVESTMENT 


By Morpecat EZEKIEL 


II. INVESTMENT, NATIONAL INCOME, AND THE SAVING- 
INVESTMENT EQUILIBRIUM 


In the first article of this series we dealt with the functional relation 
between national income and saving or consumption as derived from 
statistical analysis of data for the United States covering the past two 
decades.’ The hypotheses tested in the last article were: 

1. Saving is a function of the current level of income, increasing as 
the level of income increases, but at a higher rate. 

2. Consumption is a function of the current level of net income, in- 
creasing as the level of income increases, but at a lower rate than in- 
come. 

3. The patterns of thrift, expenditure, and consumption at any given 
level of income are habitual patterns of action, changing only gradu- 
ally in time, so that changes in current income received by each group 
produce reasonably consistent changes in total consumption and saving. 

In this article we shall examine for the same period the apparent 
relation of investment to income while holding constant, where possible, 
the effects of other related factors. Since by our definition in any one 
year total investment equals total saving, the over-all relation must be 
the same as that already shown in Figures 4 and 5 of the previous 
article. This presents a difficulty which is similar to that of attempting 
to derive both a demand curve and a supply curve from a series of prices 
and quantities. However, we may gain a much better understanding 
of how the yearly equilibrium of total saving and investment happens 
to have been struck at the levels of gross national income prevailing 
during each of the past twenty years if we look further into the com- 
ponent elements of investment and how they are related to income and 
other factors. 

In addition to studying the behavior of investment under the fluctuat- 
ing conditions of the past twenty years, we shall also investigate what 
‘Mordecai Ezekiel, “Statistical Investigations of Saving, Consumption, and Investment- 
Part I: Saving, Consumption, and National Income,” Am. Econ. Rev., vol. xxxii, March, 
1942, pp. 22-49. Acknowledgment in this, as in the previous article, is due to John Maynard 
Keynes, Alvin H. Hansen, Gerhard Colm, Walter S. Salant, Hans P. Neisser, A. Smithies, 
and Paul A. Samuelson, for many valuable suggestions and comments, and to Virginia R 


Duncan for the compilation and statistical analyses of this study and for bringing together 
and abstracting the bibliographical material. 
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‘nvestment would be likely to be more under stable conditions if our 
conomy were operating at a steadily increasing rate of production and 


ncome. 
The hypotheses which we propose to test here may be stated as fol- 

1. If investment is broken down into its various components, the 
relation to the level of income will vary from item to item. Examina- 
tion of these separate relations will yield some explanation for the past 
behavior of income and employment. 

2. Investment expenditures are related to certain independent fac- 
tors. such as the anticipation of future returns and the rate of interest, 
and others, which examination of the separate components will more 
clearly reveal. 

3. As income rises the increase in potential saving has been more 
rapid than the increase in potential private investment, and the point 
at which the two could be in equilibrium has been materially below a 
level of full employment and production. 

4. The levels of investment which could be maintained at full em- 
nlovment with a steadily rising level of national income would differ 
materially from those which have prevailed during the temporary pe- 
riods of full employment under past widely fluctuating conditions. 

From the analysis in Section A which follows we derive what might 
be called an “apparent investment-income function” under the condi- 
tions of the past twenty years. Comparison of this function with the 
saving function (Section B) presented in the previous article indicates 
the levels of income at which saving and investment presumably would 
have been in equilibrium during the 1920’s and 1930’s, had there not 
been investment expenditures which were independent of our private 
domestic economy. The first two sections of the paper present, then, a 
study of the behavior of income, investment, and saving under the 
cyclical conditions existing during the past two decades. The third 
section of this article attempts to develop the long-term normal in- 
vestment function—to estimate the investment which would be neces- 
sary to maintain a gradually but steadily rising level of full production 
and employment, while allowing for population growth and technologi- 
cal development. This function may then be compared with the saving 
function as determined under the institutional patterns of the past two 
decades to give a measurement of the “gap” between potential saving 
and potential private investment which would remain to be closed in 
the post-war period if the national income were maintained at substan- 
tially full levels of production and employment, while providing for the 
expanding population and for continuing increase in productivity. 
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A. The Apparent Investment-Income Relation under the 
Fluctuating Conditions of the Past Two Decades 


Types of Investment 

The data on offsets to saving, or income-producing expenditures, were 
presented in detail in the first article of this series. They are again 
listed here in Table I. These data may be classified into three groups 
with respect to their significance from the investment point of view: 

Long-term or permanent private investment includes items of private - 
expenditure for all durable producers’ capital goods, plus expenditures 
(either commercially for profit or by individuals for their own use) for 
housing. Such expenditures cover what classical economists and most 
business men think of when they speak of “investment.” One distin- 
guishing feature of such investment is that it can never be negative: 
Even in the worst year, 1932, expenditures for long-term permanent 
private investment totaled 2.0 billion dollars. 

Short-term or temporary private investment includes those items of 
private investment where increases in some periods may be offset by 
decreases in others. In a stationary society, the total over a term of 
years would tend to be zero. (Even in a stationary society, long-term 
investment in contrast would have to equal in amount average deprecia- 
tion and depletion.) Changes in consumers’ credit and in inventories 
fall in this category. 

Over the twenty years from 1921 to 1940 the average annual increase 
in consumers’ credit was only 313 million dollars, and the average an- 
nual increase in inventories only 530 millions, yet consumers’ credit 
varied through an amplitude from —1,485 millions to +-1,046, and 
inventory changes from —2,278 to +2,964. While contributing very 
little to investment on the average, these items of temporary private 
investment did constitute exceedingly volatile and unstable items in 
individual years or periods. 

Quasi-investment is a complex concept which must be introduced 
carefully. Both types of private investment, permanent and temporary, 
are largely conscious investment, in that they result from the deliberate 
decision of individuals or concerns to buy capital goods, or to buy 
consumers’ goods financed through credit as if they were capital goods. 
Beyond this investment due to the decision of private individuals or 
business concerns are items of investment which reflect institutions that 


*Net investment can of course be negative when depreciation exceeds replacement. We 
are dealing here, however, with gross national income and gross capital formation. Phys'ca 
production of plant and equipment can never be less than zero. 

* This has the single exception that at times increases in inventories may represent !n- 
voluntary investment, due to a contraction in market outlets after production has been 


gotten under way. 


[JUNE 


Were 
again 
view: 
rivate 
itures 
for 
most 
listin- 
itive,” 
anent 


ns of 
et by 
of 
-term 
ecia- 
ories 


rease 
an- 
redit 

and 
very 
vate 


iS in 


1942 £ZEKIEL: SAVING, CONSUMPTION, AND INVESTMENT: II 


275 


Gross NATIONAL INCOME AND INCOME-PRODUCING EXPENDITURES THAT OFFSET 
SAVING, BY YEARS, 1921-40 


(In millions of dollars) 


Income-Producing Expenditures that Offset Saving 


Govern- 
National ‘an Equip- | Hous- Con. Tit | Inven- |ment Net 
Income | Total | Plant | sumers’ | Foreign | 
ment | ing tories Contri 
bution» 
| bu 
751 | 9,548 | 2,758 | 2,475 | 2,313 |  —20"| 1,327 | 47| 648 
2 64,295 | 11,870 | 3,140 | 2,644 | 3,801 | 7308 | 293 514 | 748 
: | 74.784 | 16,990 | 4,622 | 3,280 | 4,821 | 1,046) —91 2,964 348 
s'161 | 13,279 | 4,343 | 3,307 | 5,229| 311 | -1,056| 615 
) ) 686 | 17,032 | 4,598 | 3,591 | 5,750 | 842 | 199] 1,523} 529 
31'813 | 16,760 | 4,941 | 4,185 | 5,535 | 648 | —39] 1,246 | 244 
2708 | 15,328 | 4,644 | 4,133 | 5,357 | 217 | 308] 368 
28 | 86,167 | 16,039 | 4,743 | 4,103 | 5,019 821 | 518 | 102 733 
? 84 | 17,280 | 5,590 | 4,559 | 3,764] 987 | 446) 2,713 | —779 
64 | 9,709 | 4,568 | 3,769 | 2,292 | —613 632 | —1,190 251 
01 | 5,360 | 2,940 | 2,182 | 1,734 | —1,128 | 162 | —2,278| 1,748 
46 | 2,025 | 1,606 | 1,197 | 713 | —1,485 | 132 | —2,018 | 1,880 
16,217 | 6,421 | 1,503 | 866) 461| —140 205 | —1,598 | 1,928 
1 55,839 | 8,530 | 2,306 | 1,131 | 521 | 415 | 459 | 270 | 3,428 
135 81 | 10,312 | 3,092 | 1,260 918 | 858 | 181 | 273 | 3,730 
71,400) 14,281 | 4,134 | 1,651 | 1,536 | 1,355 | —179| 1,447 | 4,337 
79,4008! 14,211 | 5,280 | 2,294 | 1,910 | 891 —5 | 2,749 | 1,092 
0.8008; 8,457 | 3,618 | 1,776 | 1,817 | —1,400 1,030} -—758| 2,374 
75,710"| 15,165 | 4,289 | 1,852 | 2,270 | 907 781 | 1,415 | 3,651 
$2,000"; 17,580 | 5,751 | 2,360 | 2,431 | 1,014 | 1,417 733 | 3,874 
ted. 
Omits state and local net contribution from 1929 on. 


For sources and methods, see statement submitted to the Temporary National 


Committee by Lauchlin Currie on May 16, 1939 (Hearings before the Tempo- 
National Economic Committee, Pt. 9, Savings and Investment). See also Oscar L. Alt- 
g, Investment, and National Income, T.N.E.C. monog. no. 37 (Washington, Supt. 
1941). These data are revisions of those previously published. 


lie largely outside the private domestic economy as such. These items 


are summarized in the two categories of net foreign balance and of 


government net contribution. If it were not for the intervention of the 
government through tariffs and other trade restrictions (and possibly 
{ private business through export dumping and other forms of forcing 
exports) the net foreign balance, like the items of temporary invest- 
ment, would tend to average out near zero over a long term of years.“ 


‘Keynes has shown clearly that maintenance of a large and continuous positive net 
n balance is a form of economic warfare and one of the causes of international war- 
His discussion here seems to suggest the further conclusion that in a stable and peace- 

world, where every country had equal opportunity to maintain the employment and 

ise the welfare of its citizens, net foreign balances would tend to average out at zero 
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The government net contribution is the final balancing factor be- 
tween saving and investment. Although public expenditures contain 
some elements of public or social investment, they also include at times 
large amounts for relief, old-age grants, farm benefits, defense or milj- 
tary expenditures, and similar items which do not represent the pur- 
chase of capital goods. Furthermore, when public works (as the schools 


EXPENDITURES THAT OFFSET SAVING, CLASSIFIED 
INTO THREE GROUPS 


(In millions of dollars) 


Permanent Temporary 
(long-time) (short-time) uasi- 
Investment Investment 
1921 7,546 27 1,975 9 548 
1922 9,585 1,244 1,041 11,870 
1923 12,723 4,010 257 16,990 
1924 12,879 —745 1,145 13,279 
1925 13,939 2,368 728 17 ,032 
1926 14,661 1,894 205 16,760 
1927 14,134 525 669 15,328 
1928 13,865 923 1,251 16,039 
1929 13,913 3,700 — 333 17,280 
1930 10,629 —1,803 883 9,709 
1931 6,856 —3,406 1,910 5,360 
1932 3,516 —3,503 2,012 2,025 
1933 2,830 —1,738 2,133 3,225 
193 3,958 685 3,887 8,530 
1935 5,270 1,131 3,911 10,312 
1936 7,321 2,802 4,158 14,281 
1937 9,484 3,640 1,087 14,211 
1938 7,211 —2,158 3,404 8,457 
1939 8,411 2,008 4,432 15,165 
1940 10,542 1,747 5,291 17 ,580 


or roads built in the 1920’s) are in part paid for concurrently from taxes 
levied on commodities, or which otherwise directly reduce consumers’ 
expenditures for their own consumption, the purchase of real capital 
goods by public agencies is partly offset by the reduction of consump- 
tion purchases by individuals, and so does not use up savings. For these 
reasons (which are discussed at more length in the basic studies on 
the subject)° the net (adjusted) difference between government re- 


over long periods of time. J. M. Keynes, The General Theory of Employment, Interest, 
and Money (New York, Harcourt Brace, 1935), pp. 333-51. 

*Testimony by Lauchlin Currie, Hearings before the Temporary National Economic 
Committee, Pt. 9, Savings and Investment (Washington, Supt. Docs., 1940), pp. 3528-29, 
4017. 
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a and government expenditures, although it must be regarded as an 
fset to saving, cannot be regarded as investment in the conventional 
sense of expenditure for capital goods. 

Net foreign balance and net government contribution are thus items 
that offset saving in ways quite different from the traditional concept 
of direct purchase of real capital goods. For that reason, the term quasi- 
investment will be used here to designate the sum of these two items.° 

The annual investment expenditures, broken down into these three 
groups, are summarized in Table IT. 

When these three elements of investment and gross national income 
ire charted (Figure 1), the differences in their behavior are marked. 
Permanent private investment and national income vary concurrently, 
with the relative magnitude of variation much higher in investment. 
Temporary private investment on the contrary tends to be negative in 
:mount during periods of constant or declining business activity. Perma- 
nent private investment is apparently associated primarily with the 
amount of national income; temporary private investment, primarily 
with the rate of change of national income. 

The extent to which private investment is related to national income 
is shown more closely in Figure 2. Here the two components, permanent 
and temporary, are plotted on two dot charts with national income as 
the other variable. The general positive relation is quite marked, espe- 
cially for permanent investment. It is clear that national income (or the 
level of business activity or anticipations which it reflects or engenders ) 
is closely associated with both permanent and temporary investment. 

The relation of quasi-investment to national income (Figure 3) has 
been quite different. From 1921 to 1933 there was a slight negative 
correlation.’ Since 1934, with much larger volumes of net government 
contribution, the correlation has been generally positive, though 1937 
falls far out of line with the other observations for this period. 

In view of the dissimilarity of behavior, the factors related to perma- 
nent private investment and temporary private investment will be ex- 
amined separately. 


"Gerhard Colm has suggested that the breakdown of investment into permanent or 
long-term, temporary or short-term, and quasi-investment might well be extended to 
iving as well, with particular reference to quasi-saving and quasi-dissaving. Inasmuch as 
the available data on the makeup of saving are not nearly as adequate as the data on the 
mponents of investment, we have not attempted to carry this suggestion through for the 
present. Salant suggests that the behavior of each of the separate components of quasi- 
nvestment, imports, exports, adjusted government receipts, and adjusted government ex- 
penditures, might well be studied separately. This has not been attempted in this over-all 

rvey, but is left for subsequent more detailed analyses. 

This may have been due to the tendency of government revenue (which is a negative 
mponent of net government contribution) to rise with national income, while total ex- 
penditures remained relatively constant. 
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DOLLARS 
( BILLIONS ) 


L— Permanent investment 


Fic. 1—Investment Components and National Income, 192'-40. 


Permanent Private Investment and National Income 


Permanent private investment for a given national income was high 
from 1922 to 1925. Thereafter, permanent investment showed no fur- 
ther increase as national income increased to 1929, indicating a down- 


| 


40 
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Fic. 2—Private Investment and National Income. 


ward shift in the relation of investment to income. Since 1929, perma- 
nent investment has varied quite consistently with national income 
along the line indicated by the lower curved line drawn in free-hand 
in Figure 2. 

This shift in the relation of permanent private investment to national 
income apparently occurred between 1925 and 1929, and therefore can- 
not be ascribed to the influence of New Deal iegislation or of changes 
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in “business confidence” often alleged to be associated therewith. It cap 
be explained, however, if we separate housing from other forms of 
permanent investment (plant and equipment expenditures). These data 
are given in Table III. This table shows the well-known drop in housing 
expenditures during the 1930’s. It also shows that other items of perma. 
nent investment ran nearly as high from 1936 through 1940 as during 


the 1920’s. 
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90 


The relation between each of these two categories of permanent in- 
vestment and national income is indicated in Figure 4. There is some 
correlation between housing investment and national income (shown 
on the upper half), but the level of housing investment accompanying 
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the same national income was more than twice as high in the middle 
1920’s as it was in the 1930’s. Plant and equipment investment, on the 
contrary (on the lower half), apparently varied closely with national 
income over both decades. 

Plant and equipment expenditure: (a) Related to prior conditions. 
Economic theory has always held that business men build plant and 
equipment when they expect that the investment will yield them a profit, 
and cease building when the expectation of profit vanishes. Any statis- 


III—PERMANENT PRIVATE INVESTMENT SEPARATED INTO TwO COMPONENTS 


(In millions of dollars) 


| le © 
Year Housing | Total 
1921 2,313 5,233 7,546 
1922 3,801 5,784 9,585 
1923 4,821 7,902 12,723 
24 5,229 7,650 12,879 
1925 5,750 8,189 13,939 
192 5,535 9,126 14,661 
27 5,357 8,777 14,134 
1928 5,019 8, 846 13,865 
29 3,764 10, 149 13,913 
0 2,292 8,337 10,629 
1,734 5,122 6,856 
1932 713 2,803 3,516 
1933 461 2,369 2,830 
1934 521 3,437 3,958 
1935 918 4,352 5,270 
1936 1,536 5,785 7,321 
)37 1,910 7,574 9,484 
g 1,817 5, 394 7,211 
2,270 6,141 8,411 
{) 


431 8,111 10,542 


tical measurement of the conformity of fact with this theory depends 
upon finding objective indicators of business men’s anticipations. In 
larming, the evidence is very clear that producers (in the absence of 
governmental controls) take the prices received in the preceding pro- 
duction period or periods as the best indicator of the prices they are 
likely to receive in the coming production period, and adjust their op- 
erations accordingly.® If the psychology of business men is similar, 
they might be expected to base their expectations of future profits, and 
hence their new investment, on the level of profit or the level of opera- 
tions in the period just completed, or perhaps on the rate at which those 

rdecai Ezekiel, Methods of Correlation Analysis (2nd ed.; New York, Wiley, 1941), 
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levels were changing. Similarly, if interest rates do have any influence 
on business investment decisions, business men might react to the rela. 
tion of profit rate to interest rate, rather than to profit rate alone. 
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Fic. 4—Two Components of Permanent Investment and National Income. 


A large number of tests were made to see if any such relation could 
be found between business activity or profits and subsequent investment 
in producers’ equipment. The most significant relation discovered was 
that between corporate profits in one year and plant and equipment 
investment in the following year. About four-fifths of the variation in 
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pera was explained by this simple relation.’ Profits expressed as 
4 percentage of net worth proved less significant than total profits. 
nc ision of interest rates, by expressing profit rate relative to the long- 

ime rate of interest (as shown by corporate bond yields) did not im- 
prove the relationship significantly. This confirmed several other tests 
of the effect of interest rates—no significant influence of interest on 
investment was found in any of the tests.’® Statistical investigations of 
business cycle phenomena in Britain yielded the same result, that the 
rate of interest has not been an important determinant of investment 
ictivity.”” 

The data indicate that current conditions as well as antecedent condi- 
tions influence business investment. Thus in some years when business 
activity contracted sharply during the year, as in 1930 and 1938, in- 
vestment fell off by much more than would have been expected from 
the profits of the preceding year. When profits of both the preceding and 
the current year are taken into account, over nine-tenths of the variation 
in investment could be explained, with profits of the preceding year 
having a weight almost 50 per cent heavier than the profits of the cur- 
rent year.” 

[he data on profits were the corporate profits before taxes, as given in Martin Taitel, 
Pr Productive Activities, and New Investment, T.N.E.C. monog. no. 12 (Washing- 

Docs., 1941), p. 23. The correlation was R*:. = 0.825. There was no secular 
the relation—inclusion of a trend factor increased the correlation only to R*:.23 = 
increase without statistical significance. 


On this point, J. M. Keynes comments: “I am far from fully convinced by the recent 
t interest rates play a small part in determining the volume of investment. It 
that other influences, such as an increase in demand, often dominate it in starting 
ement. But I am quite unconvinced that low interest rates cannot play an enormous 
staining investment at a given figure, and when there is a movement from a 
‘ate to a lower rate in allowing a greater scale of investment to proceed over a 
1 longer period than would otherwise be possible.” In conversation, Keynes has 
| his point further by saying that we have never really tried what the effect would 
e of a very low interest rate, made available to the actual borrowers over a long period. In 
the many institutional factors which Keynes develops (op. cit., pp. 194-209) to 
hy actual rates to borrowers never have, and perhaps never will, fall to the very 
s he feels are desirable and necessary, the question as to what would happen if 
ild be held there may remain purely a theoretical problem for a long time ahead. 
EK. A. Radice, “A Dynamic Scheme for the British Trade Cycle, 1929-37,” Econometrica, 
p 49, 
rhe relationship determined was 
y= 4.428 +.248 Xo +.012T 
Yi(,) = plant and equipment expenditures, in billions 
= corporate net profit before taxes of the current year, in billions 
Yo_,) = corporate net profit before taxes of the preceding year, in billions 
I’= time, in years 
the twenty years 1921-1940, the correlation was R* = .920, and the standard error of 


e, 5 = 625 millions. 
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Current business levels apparently condition or limit the extent to 
which prior investment decisions are carried into effect.** Half to two. 
thirds of expenditures for plant and equipment are for replacement 
rather than for new investment. These replacement expenditures may 
be even more sharply influenced by current conditions than are plant 
expansion programs.” 

Plant and equipment expenditure: (b) Related to current conditions. 
Business investment is less closely related to current profits than it js 
to earlier profits. But when business investment is related to the current 
level of national income, a very close relation is found. (See Figure 4, 
lower section.) This relation is particularly close when allowance js 
made for the apparent downward shift evident in Figure 4. Taking both 
current national income and this downward trend into account, all 
except 114 per cent of the variation in investment can be explained by 
this relation.** (Note Figure 5.) This high correlation by itself does not 
prove either that business investment causes national income, or that 
national income causes investment. In fact, as we have just seen, prior 
profits have a logical and measurable causal influence on investment 
The effect of subsequent developments as a limiting factor on invest- 
ment, however, is apparently very high. Current national income de- 
pends upon many factors other than business investment alone. The 
very high concurrent relation between income and investment indicates 
that this conditioning or limiting influence of current income upon busi- 
ness investment is a very powerful one.*® 

The downward trend in investment at given levels of current national 

* These conclusions are confirmed by quarterly data on manufacturers’ profits and in- 
vestment, as given by Lowell J. Chawner, in “Capital Expenditures for Manufacturing 
Plant and Equipment, 1915-1940,” Survey of Current Business, vol. xxi, March, 1941. His 


chart (p. 13) shows that factory capital expenditures usually start to expand after an 
upturn in net profits, but almost always begin to contract as soon as profits turn down 

“Tt would undoubtedly be profitable to make separate studies of plant and equipment 
expenditures for new capital goods and those for replacement of existing capital goods 
This has not been attempted in the present article because of the many technical difficul- 
ties in making an accurate division between new capital goods and replacement. 

‘’ Figure 5 shows the net regression lines obtained by a multiple correlation analysis using 
the formula, Investment = f(Income) + b(Time). The curve and trend line were fitted 
by the graphic successive approximation method. The multiple curvilinear correlation was 
P® = .985, and the standard error of estimate 270 million dollars. The curvilinear mul- 
tiple correlation was found to be significantly higher than the linear multiple correlation 
The relation to the two factors explains 98 per cent of the variance in plant and equip 
ment expenditure. 

The relation between national income and business investment is quite different from 
that between national income and total investment or saving, as measured in the preceding 
article. The dynamic elements present in the latter relation do not appear in the present 
one. The relation to business investment does not therefore seem to be in any way fortul- 
tous or spurious. 
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income may reflect the decline in the rate of population growth, with 
consequent slowing down in the entire rate of national industrial ex. 
pansion. An alternative explanation relates to the cost and durability 
of machinery. Better steels, better design, and improvements in the efi. 
ciency of machine tools may make it possible to get the same productive 
power with a constantly declining cash investment, just as the real cost 
of automobile transportation has had a definite downward trend. Ty 
the extent this is so, a declining proportion of the national income may 
be sufficient to produce the same net increase in producers’ equipment." 

This over-all analysis may cover up diverse relations of activity to 
business investment which characterize individual industries. An indys- 
try-by-industry analysis of the relations would clear up this possibility, 
In such a detailed analysis it might also be possible to take into account 
the total stock of capital goods in each industry and the degree of utili- 
zation of existing capacity, to determine the marginal efficiency of 
additional plant and equipment. Thus, in the electric power industry, 
superficial examination of the data suggests that the relation between 
current capacity and current output is a major factor influencing plant 
expansion, with a large and rapid expansion following each period when 
current output begins to press closely upon installed capacity. 

New capital expenditures may of course originate independently of 
the factors which we have used in making analyses. The development 
of new industries and new products seems to have been an important 
determinant of the level of these expenditures in the past. Such factors 
apparently were not of major importance during the period under study. 

Business investment thus seems to be related both to previous 
changes in profits, and to current changes in national income. As will 
be shown subsequently, other types of investment are dynamically re- 
lated to income changes. With these concurrent and lagging relations, 
it would be possible to set up a realistic dynamic model which would 
reproduce the general patterns of the continuous fluctuations of the past 
twenty years. That has not been attempted in this article.”* 

Housing investment. Housing investment is apparently related to 
forces other than the current national income. These forces can be 
separated by fitting a trend to the relation shown in the upper portion 
of Figure 4, and determining how much of the variation can be ex- 


“Dr. Colm suggests that the development from “competitive” investments to “admin- 
istered” investments, based on scientific analysis of the market which usually takes under 
consideration only existing factors and not anticipated expansion in total national income 
and demand, has something to do with the downward trend in investment. 


‘For examples of such dynamic models, see J. Tinbergen, An Econometric Approach 
to Business-Cycle Problems (Paris, Hermann, 1937); and E. A. Radice, op. cit. 
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plained by national income while the secular trend factors are simy]- 
taneously held constant. The results secured by this analysis (made by 
graphic multiple correlation) are shown in Figure 6. 

It has been well established that the housing cycle is in part self. 
generating, and operates partially independently of concurrent changes 
in industrial activity.’® If the net trend in the lower portion of Figure ¢ 
is taken as representing the influence of this semi-independent housing 
cycle upon housing investment, then the net regression line shown in 
the upper portion would represent the net influence of gross national 
income upon housing investment while the influence of the long-time 
housing cycle is held constant at its mean level.*® The lower level of the 
trend during the housing recovery in the thirties may reflect the lower 
price level and also technological changes in the housing industry, with 
smaller houses and lower costs per dwelling unit. 

The net housing cycle shown in the lower portion of Figure 6 offers 
an interesting comparison with the net trends in the levels of the 
saving and investment functions, as shown in the lower portions of 
Figures 6 and 9 of the preceding article. The housing and saving trends 
were high in the twenties, declining in the late twenties, very low in the 
early thirties, and rising in the late thirties. These similarities of move- 
ment suggest that differences in the phase of the housing cycle may 
influence the levels of saving and consumption as well as of investment. 
The way new housing is financed largely by sale to individual families 
upon the amortization plan may mean that purchase of a home puts 
increased pressure on a family to save even with no change in income 
level.”* 

The relations shown in Figures 5 and 6 can now be consclidated to 
show the net change in private investment in the twenties and in the 
thirties which was associated with differences in the level of gross na- 
tional income. In making these calculations, the housing investment is 
adjusted to the average level of the housing cycle in each of the two 
decades, and plant and equipment investment is adjusted for the aver- 
age of trend in each decade. The results are as follows: 


Clarence D. Lang, “Long Cycles in Building, 1865-1935,” Quart. Jour. of Econ., vol 
lili, May, 1939, pp. 371-403. J. B. D. Derksen, “Long Cycles in Residential Building: An 
Explanation,” Econometrica, voi. 8, April, 1940, pp. 97-116. 

® The intercorrelation between time and the national income values is so high in this 
period that there is little statistical reliability in the measurement of these two net regres- 
sions. In preparing Figure 6, the slope of the net regression of housing investment on na- 
tional income could be drawn considerably steeper with equal closeness of fit. The sta 
tistical evidence here is thus not conclusive as to how far housing investment depends on 
national income, and how far on independent elements of the housing cycle. 

"1 Keynes’s remarks about the effect of Building Societies’ sinking-funds on savings are 
interesting in this connection. Op. cit., p. 101. 
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simul Tal \—CALCULATION OF PRIVATE PERMANENT INVESTMENT ASSOCIATED WITH VARIOUS 
d LEVELS OF NATIONAL INCOME 
de by 
, (In billions of dollars) 
self. 1920 Decade 1930 Decade 
anges Gross ren —— 
Nationa Plant and | Plant and | 
ure sing? | a | sing? 
Equipment* | Equipment* Housing? | Total 
vn in F (2.35) | (3.90) | (6.25) | 1.65 | 1.25 | 2.90 
ional 3.45 | 4.05 7.50 245-4 1.40 4.15 
a 4.65 4.20 8.85 3.95 1.55 5.50 
“me 65 5.45 | 4.28 9.73 4.75 1.63 6.38 
Mt the 7 6.35 | 4.35 | 10.70 5.65 | 1.70 7.35 
— gs 9.30 | 4.58 13.88 | (8.60) | (1.93) | (10.53) 
with 10.45 | 4.65 | 15.10 | (9.75) | (2.00) | (11.75) 
(12.95) (4.80) | (17.75) | (42.25) | (2.15) (14.40) 
Ffers (15.55) (4.95) | (20.50) | (14.85) | (2.30) | (17.15) 
the lings for plant and equipment: average 1920’s=+.35; average 1930’s=— .35 
IS Ol readings for housing: average 1920’s=+1.45; average 1930’s= —1.20 
ends 1 Figure 5. 
Figure 6. 
1 the wn in parentheses represent extrapolations beyond the range of the observations 
Ove- the relations were based. 
ma\ 
ent The major influence of the phase of the housing cycle upon the level 
Flies f permanent investment is clearly apparent from these calculations. 
| Temporary Investment and National Income 


The way in which temporary investment is associated with changes 
1 in national income has already been pointed out in connection with 
Figures 1 and 2. This relation can be seen more clearly by plotting 


= porary investment against the change in national income from that 
ere the previous year. This comparison is shown in Figure 7. The gen- 
via eral relation between change in gross national income and the amount 
a. { temporary investment is striking. Temporary investment itself repre- 


sents merely the changes in the total amount of consumer credit out- 
standing, and in the total amount of business inventories, so this 
- relationship is what one might expect. Apparently variations in national 
An income are associated with parallel variations in the totals of consumer 
redit and business inventories, so that the first differences in the two 
series have the positive correlation shown. When income is rising, the 
ising consumer credit and inventory volumes absorb investment funds, 
nd thus make an outlet for saving; when income is falling, consumers 
pay off their credit and businesses contract their inventories, and thus 
release funds for other uses.” 


s and Salant both suggest that combining temporary investment in consumers’ 
ind temporary investment in working capital may combine two elements which 
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Figure 7 shows that in two years—1921 and 1934—temporary ip. 
vestment differed greatly from other years with similar changes in jp. 
come levels. The year 1921 was one of low business activity as compared 
with 1920. The low point in industrial activity, however, occurred jp 
the spring, and there was a strong upward movement during the balance 
of the year. Despite the low level of income for the year, this advancing 
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+2 investment and change 
in national income 33° =a 
( Excluding 1921 and 1934) 
1921 34° 
J 
2 
-4 
-20 -10 -5 +5 +10 +15 


CHANGE !N GROSS NATIONAL INCOME FROM PRECEDING YEAR( DOLLARS, BILLIONS) 


Fic. 7—Factors Associated with Temporary Investment. 


behave in different ways and thus obscure the true facts. Keynes says, commenting on 
these statements: “As regards temporary investment, I think it most important to dis- 
tinguish two kinds of it; namely, temporary investment or disinvestment in stocks of 
consumer goods and in stocks of working capital. This distinction is important becaus 
these two types of temporary investment are likely to move in opposite directions, so that 
the true movements are obscured if one adds them together. . . . Take the case where there 
has been an unforeseen increase in permanent investment. During the period of increase 
from one level of permanent investment to a higher level there will be an important 
increment of working capital. On the other hand, the increase in consumers’ purchasing 
power, unaccompanied by any immediate comparably increased output of consumers 
goods, will be accompanied by a reduction in stocks of consumers’ goods. Similarly, in 4 
period of incipient depression, working capital will fall off and stocks of consumers’ goods 
will pile up. Thus you lose an important clue by adding these together. . . .” It is theo- 
retically possible for the two elements of temporary investment to react in opposite direc- 
tions. During the two decades under study, however, there were only two years in which 
the sign of the two series (plus or minus) was different, and in one of these the difference 
was an insignificant amount. It appears that during the period covered by this analysis the 
behavior of these two items of temporary investment was sufficiently similar to combine 
them for the sake of this over-all analysis. More detailed investigations might appropriately 
study the behavior of each of these components separately. 
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trend through most of the year apparently checked the negative tem- 
porary investment which might have been expected with the current 
reduced level of national income. In 1934 the situation was reversed, 
with a sharp decline in industrial production from spring to late fall. 
Apparently this six-month reaction offset part of the usual effect of the 
higher level of income on temporary investment.** Excluding these two 
years when erratic short-time movements disturbed the usual relation, 
4 curve has been drawn in on Figure 7 showing the apparent average 
relation between changes in gross national income and the amount of 
temporary investment.** 


Lil} 


The large amplitude of variation in temporary private investment is 
important. Figure 7 shows a usual swing in temporary investment from 
314 billion dollars in years of sharply declining activity to +3%4 
billions in years of rapid increase in income. This total swing of 7 bil- 
lions in the amount of temporary investment compares with a difference 
billions in the amount of permanent investment as between a 60- 
billion dollar and a 90-billion level of national income, as shown in 
Table A for the decade of the 1920’s. Excluding the changes in invest- 
ment due to the phase of the housing cycle, and considering only those 
changes in private investment which vary with the level of national in- 
come itself, it appears that the swings in temporary investment are just 
is important in explaining the total amount of investment as are the 
proportionately less intense changes in permanent investment.” 


Ouasi-Investment and National Income 


It has already been pointed out that Figure 3 shows a negative rela- 
tion between quasi-investment and national income prior to 1934. This 


relation between short-time changes in business activity and income and changes 
orary investment within the year could be determined more accurately by a study 
rterly or monthly data. These are available only back to 1929. The quarterly data 

for 1934 are consistent with the explanation offered above. 
ild be reasonable to expect that the willingness to make expenditures for addi- 
inventories, or through increases in consumers’ credits, would be influenced by the 
evel of inventories and consumers’ credits as well as by the changes in income. Thus 
ntories were already high, business men might be less willing to increase them 
han if they were low. No evidence to confirm this theory was found, however, on 

the annual data from this point of view. 

~ This analysis shows that the amplitude of temporary investment associated with the 
; in income is of the same order of magnitude as the amplitude of permanent in- 
nt associated with the level of income. This fact may be of great importance in 
ng with the problem as to whether the saving-investment phenomena are such as to 
roduce a damped cycle in business activity or a continuously fluctuating cycle. On purely 
retical grounds Smithies came to the conclusion “the existence of a non-cyclical solu- 
nds on either A or B being sufficiently great relative to the other for its effect 
dominate the situation.” (His A and B reflect the static and the dynamic ele- 
pectively.) The realistic parameters from this empirical analysis suggest far- 
theoretical implications, when joined with the theoretical expectations of his 
rocess analysis. See A. Smithies, “Process Analysis and Equilibrium Analysis,” Econo- 
metrica, Jan., 1942, pp. 26-38. 
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negative relation apparently reflects the inflexible character of moy 
government expenditures, at least over short periods, as compared with 
the immediate and automatic effects of changes in national income upon 
the public revenues derived from an unchanging tax structure, Ne 
foreign balances, too, may react in somewhat the same way, since the 
level of our imports responds immediately to good or bad domestic busi- 
ness conditions, while the level of exports may not be quite so sensitive 
Both of these matters require further study before definitive conclusions 
could be reached. Since 1933 there has been a less definite relation be- 
tween the level of national income and quasi-investment. Changes in 
national fiscal or defense policy, rather than the impersonal effect of 
economic conditions, have apparently been the controlling influence 
in this later period. Thus 1937 and 1939, both years of about the same 
national income, varied by 3 billion dollars in the total of quasi- 
investment. 

We can, however, fit a rough line to the data shown in Figure 3 for 
the years 1921 to 1933, and use this line as an expression of the average 
relation between national income and quasi-investment prior to the time 
that public expenditure and taxes became conscious and recognized 
means for government to use in influencing the levels of economic actiy- 
ity. This approximate regression is shown in Figure 3. 


B. The Saving-Investment Equilibrium in the 
1920’s and 1930's 


National Income and Corresponding Private Investment 


This analysis of the three components of investment has given us, for 
the 1920’s and 1930’s, approximate measures of the amount of private 
investment which was associated with a given level of national income, 
while holding constant the other major factors related to investment 
—change in the level of the housing cycle, change in the level of na- 
tional income itself, and quasi-investment. 

Because of the major relation between change in national income and 
investment, the amount of private investment will be quite different 
when we consider investment at maintained or static levels of national 
income, or investment at changing levels of national income. Let us 
first calculate what private investment would have been at each oi 
several levels of national income, on the assumption that income had 
remained steady at each such level for two or three years in succession 
The calculations will have to be made separately for the 1920’s and the 
1930’s, in view of the difference in the level of the housing cycle in the 
two periods. 

If instead of making this assumption of a static level of national in- 
come, we calculated what investment would have been over a series 0! 
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I ¢ B—CALCULATION OF TOTAL PRIVATE INVESTMENT AT VARIOUS Static LEVELS 
OF NATIONAL INCOME 


(In billions of dollars) 


1920 Decade 1930 Decade 


ermanent | Temporary |__ Total Permanent | Temporary Total 


P 
| Invest- Invest- Private |  Invest- Invest- Private 
ment® ment? | Investment | ment® ment> Investment 
(6.25)° | 0.5 (6.75) | (2.90)° | 0.5 (3.40) 
(7.50) 05 | (8.00) | 415 | O5 | 4.65 
8.85 0.5 | 9.35 | 5.50 | 0.5 | 6.00 
10.70 0.5 | 11.20 | 7.35 0.5 | 7.85 
12.75 0.5 | 13.25 | 9.40 | 0.5 9.90 
15.10 | 0.5 | 15.60 | (41.75) | 0.5 (12.25) 
(17.75) | 0.5 | (18.25) | (14.40) 0.5 (14.90) 
20.50) | 0.5 (21.00) | (17.15) 0.5 (17.65) 
Table A. 
Figure 7. 


parentheses represent extrapolations beyond the range of the observations on 
relations were based. 


years of changing income, the results would be quite different. Let us 
issume that income varies over a succession of years, as shown in Table 
C. Under the conditions of the 1920’s, the associated private investment 
would have been as shown in Table C (see page 294). 

The results in Table C illustrate how differently investment behaves 
when income is falling from when it is static or rising. At 80 billion 
lollars national income, with income declining at 10 billions a year, 
total private investment (in the 1920’s) ran about 11 billions; at the 
same national income, when income was rising at the same rate, it ran 
about 16 billions. Comparing Table C with Table B, we see that the 
total private investment associated with a 70-billion level of national 
income with income rising at 10 billions a year is about as large as it 
would be at a static level of 85 billions a year. 


Saving versus Private Investment 


Under static conditions. We are ready now to examine hypothesis 3, 
on the balance between saving and investment. This involves comparing 
the functional relation of saving and income with the apparent func- 


tional relation of investment and income. To this point we have made 


total saving and between national income and various types of private 
investment, while eliminating the influence of some of the other related 
factors. We have found that dynamic elements as well as static ele- 
ments are present in both the relation to saving and the relation to 
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investment. We can compare the saving function with the apparent 
investment function on either a static basis or a dynamic basis. Let ys 
first consider the static relations. 

Table B shows the usual private investment which upon the basis 
of data for the past twenty years would accompany various static levels 
of national income. Let us now compare that with the usual total saving 
made at the same static levels of national income, according to the rela. 
tions shown in Figure 6 of Part I. Since we calculated our investmen; 


TABLE C—CALCULATION OF PRIVATE INVESTMENT AT VARIOUS DyNamic LEVELS of 
NATIONAL INCOME, UNDER CONDITIONS OF 1920’s 


(In billions of dollars) 


Year Gross Permanent iene Total 
in National Invest- Invest- Private 
Sequence Income ment® ment? Investment 
1 90 | 
2 80 12.75 —2.10 10.65 
3 70 | 10.70 —2.10 8.60 
4 | 60 | 8.85 | —2.10 6.75 
5 50 7.50 —2.10 5.40 
6 40 | 6.25 —2.10 4.15 
7 50 7.50 +3.60 11.10 
8 60 8.85 +3.60 | 12.45 
9 70 10.70 +3.60 14.30 
10 80 12.35 +3.60 16.35 
11 90 15.10 +3.60 18.70 
12 100 (17.75)¢ (+3.60) (21.35 
3 110 (20.50) | (+3.60) (24.10 
14 110 (20.50) 0.5 (21.00 


* From Table A. 
> From Figure 7. 
¢ Extrapolations, as in previous tables. 


according to the average levels for the 1920’s and the 1930’s, let us 
use the mid-points on the trend line, in 1926 and 1936, respectively, in 
calculating the average saving. The results are shown in Table D. 

The data shown in Table D are charted in Figure 8. The upper por- 
tion of the chart, for the conditions of the 1920’s, shows that a static 
equilibrium between saving and private investment, with no quasi- 
investment from public finances or from net foreign balances, would 
have been reached at a level of gross national income of about 70 
billion dollars. In comparison with the 90 billion dollars of gross na- 
tional income in 1929, this shows that even in the 1920’s the point of 
static equilibrium between saving and private investment was materially 
lower than the full employment level, and that the higher average 
level of income in that decade was maintained only through the aid of 
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continuous quasi-investment, either public financing or net foreign 
balances from capital exports. 

In the 1930’s, on the contrary, the point of static equilibrium be- 
ween saving and private investment alone was apparently lower than 
the <mallest national income experienced in that decade. Within the 
aon .e range experienced in the 1930’s, the gap between saving and 
private investment became steadily wider as national income rose, in- 
r ¢ from about one billion dollars at a 50-billion income level to 


PROPENSITIES TO INVEST PRIVATELY AND TO SAVE, AT VARIOUS Static LEVELS 
OF NATIONAL INCOME 


(In billions of Gulines) 


1920 Decade 1930 Decade 
Private Private 
Investment Investment 
(4.65)° | (6.75) (3.7) (3.40) 
(6.50) (8.00) | 5.55 4.65 
8.65 9.35 Pe 6.00 
11.25 11.20 10.3 7.85 
14.15 3.00 13.2 9.90 
17.45 15.60 (16.5) (12.25) 
(20.95) (18.25) (20.0) (14.90) 
(24.75) (21.00) 23.8) (17.65) 


gs from first curve of Figure 6, Part I (Am. Econ. Rev., Vol. xxxii, March, 1942. 
plus trend readings from bottom curve: for 1920’s, —0.25; for 1930’s, —1 2. 
lable B. 
ations, as in previous tables. 


5 billions at an 80-billion income level. Under those conditions, large 
public contributions to buying power helped maintain employment 
and income, but any time the public expenditures were withdrawn, 
industrial activity and income would promptly decline. So long as the 
propensities to save and invest in private investment remain at the 
levels indicated in the lower portions of Figure 8, continued large net 
public expenditures (or an even more marked mercantilistic foreign 
trade and foreign investment policy than prevailed in the 1920’s) would 
be necessary to maintain even a modest level of national income.” 
Under dynamic conditions. Dynamic elements are present in both 
the factors related to the propensity to save and in factors related to 
~The gap between saving and private investment is not wholly determined by saving. 

id, the amount of saving is partly determined by the existence of a gap between 
| saving and planned private investment. This gap can be closed either by factors 
on the investment side or on the saving side. For instance, the dissaving resulting 
isiness losses or from the borrowing of the unemployed may be an equilibrating 

s well as unplanned variations in temporary investment and quasi-investment. 
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RELATION DURING THE 1920'S 
| (BUILDING CYCLE IN HIGH PHASE) 


DOLLARS | " 
( BILLIONS ) 


20 


Private investment 


| | | | | 
RELATION DURING THE 1930'S 
| (BUILDING CYCLE IN LOW PHASE) ° 


| 


20 


40 50 60 70 80 90 100 0 
GROSS NATIONAL INCOME (DOLLARS. BILLIONS) 


Fic. 8—Total Saving and Private Investment Expected for Given Levels 
of Income under Static Conditions. 
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-opensity to consume. On the saving side, saving rises or falls 
with the extent of change in national income; on the invest- 


+ side, temporary investment varies markedly with the changes in 
‘onal income. These two dynamic elements may be compared as 


FUNCTIONAL RELATIONS OF GROSS NATIONAL INCOME TO SAVING AND 
PRIVATE INVESTMENT 


of dollars) 


(In billions 


Gross tas — 
Addition to Saving* Temporary Investment® 
i) income 
15 —3.0 —3.4 
10 —2.0 —2.1 
0 0 +0.5 
15 +1.0 +2.0 
10 +2.0 +-3.6 
6 of Part I. 


7 of this article. 


two dynamic factors tend to parallel one another.*’ This may 


lain why in boom periods there can be a temporary equilibrium 


saving and investment at levels materially higher than could 

ined at a continuing or static equilibrium. 
lynamic relations between saving and investment can be further 
ed by comparing the two over a series of years of changing 
levels, just as was done earlier for investment alone in Table C. 
he same series of changing levels of national income, the com- 
is shown in Table F (see page 298). 

F shows how widely both saving and private investment vary 
1amic situation, and how the two tend to vary together. When 

ire charted (Figure 9), this similarity of movement is again 


ng. As a result of the dynamic factors, private investment (under 


litions of the 1920’s) could apparently about keep in balance with 


ving all the way up to an 85-billion dollar income on a rising level, 


income had increased above that level saving would have ex- 


ied private investment even under dynamic conditions. Similarly, 


es between the two columns of Table E are of doubtful statistical sig- 


reflect in part the fact that a straight line was used in fitting the regression 
Figure 6 of Part I, whereas a curve was used in Figure 7. Also, the 1934 
vas excluded in the latter consideration, and not in the former. There is the 
t both columns of Table E represent merely two measurements of the same 
‘wed as saving, and then as investment. More detailed analyses, using quar- 
y data and determining the extent and degree of lags present, if any, would 
these doubts. 


| 
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as income fell below the 60-billion mark, saving would shrink to Jes; 
than the current investment. 

These relations suggest that, under the conditions of the 1920); 
business cycles would be unable to carry income up above 85 billions 
or down below 60 billions, without starting a reverse movement (jj 
only private investment were present). This analysis of the dynamic 
factors in saving and investment may thus throw some light on why 
the turning points in business cycles have come where they did, In 
addition, there is some point at which the dynamic elements themselves 


TABLE F—PROPENSITIES TO INVEST AND TO SAVE AT VARIOUS DyNAmic LEVELs oF Nationaz 
INCOME, UNDER CONDITIONS OF 1920’s 


(In billions of dollars) 


Year Gross Corresponding Corresponding 
in | National | Level of Private Level of 
Sequence Income Investment* Saving» 
1 90 
2 80 10.65 12.15 
3 70 8.60 9.25 
+ 60 6.75 6.65 
5 50 5.40 4.50 
6 40 4.15 2.65 
7 50 11.10 8.50 
8 60 12.45 10.65 
9 70 14.30 13.25 
10 80 16.35 16.15 
11 90 18.70 19.45 
12 (100) (21.35) (22.95 
13 (110) (24.10) (26.75) 
14 (110) (21.00) | 5 


bho 


* From Table C. 
> From Tables D and E. 
¢ Extrapolations, as in previous tables. 


will change. Once all the old inventories have been used up, or all the 
accumulated debts paid off, temporary investment cannot continue 
negative, no matter how rapidly business is still declining. This satura- 
bility of the change factors, as well as the relations mentioned above, 
may also be of importance in determining the timing of business cycle 


28 


turns. 


*8In this comparison it has been assumed that national income would change from year 
to year as shown in the first column of Table F. A dynamic model of the type suggested 
earlier would be necessary to determine what sequence of incomes would be most likely 
to occur under the conditions assumed. All that is shown here is the probable saving- 
investment relation if the assumed sequence did occur. 
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C. Investment under Stable Economic Conditions 


Probable Investment 

The relations of investment and income which have been described 
to this point are those which occurred during a period of continuously 
and widely oscillating economic activity. We attempted to infer the 
probable investment under static conditions from the records of that 
period, by removing the variations associated with change. We could 
not be wholly successful even then. If business men generally chose to 


SAVING AND [_ j NATIONAL 
INVESTMENT INCOME 
DOLLARS DOLLARS 
( BILLION ( BILLIONS ) 
25 100 
| Assumed gross 
national income 
20 —- 80 
1 
Private _| 
investment 60 
] 
0 ——1— | 40 
5 
| SY 
| 4 
0 
1 2 3 4 5 6 7 8 9 10 11 12 13 14 o 
YEAR, IN SEQUENCE 
Fr lotal Saving and Private Investment Expected for Given Levels of 


Income under Dynamic Conditions (and High Phase of Building Cycle). 


under-replace depreciation when activity was low, and to over-replace 
when activity was high, that would still be reflected in the “static” 
measure of investment at high and low incomes. When we note from 
Table A that at 60 billion dollars income we had (in the 1920’s) 4.65 
billions of investment in plant and equipment, and at 90 billion dollars 
we had 10.45, we can see that an acceleration factor must have in- 
fluenced the results. Surely it would not continuously take more than 
twice as much plant and equipment investment to maintain an income 
only 50 per cent greater. 

When we look to the future, and ask what the investment-income 
relation would be if economic activity in the post-war world could be 
made more stable, we wish to estimate investment under conditions 
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quite different from the recurrent booms and depressions of the pas, 
Once we are through the immediate post-war period of rebuilding an; 
restoring the war devastation, the object of economic policy should be ty 
maintain continuously thereafter reasonably full employment and pro. 
duction. That does not imply a static economy operating at unchanging 
levels of income, but rather a steadily progressing economy. The pa. 
tional income should rise steadily at the rate commensurate with bot) 
population growth and rising productivity per worker.” 

Our analysis of investment under the widely fluctuating condition; 
of recent years throws little light on the question of what annual jp. 
vestment would be needed to sustain a steadily rising level of income 
What is desired is to estimate probable investment under such more 
stable conditions. One approach can be made by using the average 
investment over the past period as a whole, rather than the year-to-year 
variations. From 1921 to 1940 we expanded our productive equipment 
from one capable of turning out about 75 billion dollars’ worth of goods 
and services a year (in 1923) to one capable of turning out 82 billions 
(in 1940), in terms of current dollars.*° If we take this average rate of 
progress as a reasonable estimate of probable progress during the fu- 
ture, we could use the ratio of average investment in plant and equip- 
raent during these two decades to average national income to estimate 
the normal investment required per dollar of national income. Gross 
expenditures for producers’ plant and equipment averaged 10.2 per 
cent of gross national income during this twenty-year period. Assuming 
110 billion dollars gross national income as the income which might 
represent full employment in the early post-war years,** this proportion 
indicates a probable investment of 11.2 billions as the gross plant and 
equipment investment needed at that income with a stably rising rate. 
If we assume that the housing cycle post-war will average as high 
as during the twenties, and extrapolate the relation shown in Figure 6, 
we would estimate about 5 billion dollars expenditure for housing at a 
110-billion income level. (Note Table A.) Adding in the average in- 
ventory increase of 0.5 billion, and the average increase in consumers 
credit of 0.3 billion, gives a total estimate of private investment (ex- 
cluding foreign loans) of about 17 billion dollars a year. 

The estimate based on the past two decades can be checked against 


*” Presumably real per capita income would not rise quite as fast as real productivity pet 
hour, as some of the increased productivity would go into shorter hours and more vaci- 
tions, rather than entirely into higher consumption of goods and services. 

* Adjusting for the lower price level in the thirties, the increase in real product was 
much greater. In 1929 prices, the increase in productive capacities at successive peak years 
was from 74 billion dollars in 1923 to 90 billions in 1929, and to 97 billions in 1940. 

™ This assumes a post-war reduction in price level to about the 1935-39 average. 
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NATIONAL INCOME, CAPITAL FORMATION, POPULATION GROWTH, AND INCREASE 
IN Propuctivity, 1879-1938 


Average Real Claas 3 in | Population | Gross Capital 
Gross National Product Increase | Formation in per 
Product, Per from Previous During the | cent of Gross Na- 
Consuming Period> Decade® | tional Product4 
Unit* | X; Xs 
dollars | per cent per cent | per cent 
1879-88 463 — (23.2) — 
1884-93 490 5.8 20.9 21.2 
1889-98 536 9.4 18.9 21.2 
1894-03 569 6.2 18.6 20.9 
1899-08 633 11.2 19.4 20.4 
4-13 688 8.7 16.8 20.2 
18 735 6.8 14.2 20.6 
2 816 11.0 13.9 | 21.2 
)-28 951 16.5 14.2 20.2 
197 948 —0.3 11.1 16.6 
1929-38 875 —7.7 7.2 14.6 


f data: All except population estimates (X») from Kuznets, ‘Capital Formation, 
t and Present.” (Paper presented at the meeting of the American Statistical Association, 
h New York, December 29, 1941.) 
* Deflated values, as computed by Kuznets, in 1929 prices. 
preceding column, dividing each 10-year average by the average for the decade, 
in the last year of each 10-year period compared with that for the first year 
Statistical Abstract of the United States, 1940 (Washington, 1941), p. 11. 
lata in current dollars, as given by Kuznets. 


the investment record over a more extended period. Kuznets’s study of 


pital formation since 1879* supplies a record of capital formation 
and gross national product over six decades. These data provide a 
series of observations of the average investment required to sustain 
various average levels of national income under varying rates of prog- 
Tess, over periods long enough in each case so that the short-time ac- 
celeration and deceleration of investment due to business cycle changes 
in large part been eliminated.** These long-period averages, shown 

“ Ta ble IV, are far more stable than the yearly data. The decade aver- 
ages vary between 14.6 per cent and 21.2 per cent of gross national 
income, whereas Kuznets’s corresponding annual estimates of gross 
capital formation (1919-35) varied between 28.1 per cent and 6.6 per 


\\uznets, “Capital Formation, Past and Present.” (Paper presented at the meet- 
\merican Statistical Association, held in New York, December 29, 1941.) 
\ € investment over low and high periods may exceed that required under stably 
nditions due to unwise and wasted investment encouraged under boom conditions. 
present basis for judging how much of an overestimate of required invest- 
uld be likely to produce. 
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cent during the 1920’s and 1930’s.™* Our estimate of 17 billions priya, 
investment at 110-billion national income, or 15.5 per cent of gros 
national income, falls near the bottom of the range shown by Kusnets: 
decade averages. 

The proportion of gross national income devoted to gross capital for. 
mation varied considerably during different decades. In general it was 
highest in decades in which the population was growing most rapidly, 
and in which the real product per capita was expanding most rapidly 
(The data for these factors also are given in Table IV). After experi- 
mentation with these and other factors, it was found that over eighy. 
tenths of the variation in the per cent devoted to capital formation from 
period to period could be explained by these two factors.*° From this 
relation, based on American experience over a long term of years, it js 
possible to make at least a rough estimate of the requirements for capital 
formation under future conditions, assuming various future rates of 
population growth and technological progress. 

The estimates of population growth between 1945 and 1954 indicate 
a prospective population increase of 5.1 per cent during the decade.’ 
If we assume that technological progress will continue in the future at 
the average rate it has during the past, that would give a value for 


* Simon Kuznets, National Income and Capital Formation, 1919-35 (New York, Nat 
Bur. Econ. Research, 1937) pp. 8, 40. His annual figures on gross capital formation are 
used for this comparison instead of the figures of offsets to saving shown in Tables 1 to 3 
Kuznets’ classification differs in some respects from these investment items. 

In this analysis, the multiple regression equation determined was: 

X, = 14.093 + 0.288X2 + .171X3 
where 

X, = gross capital formation, for each decade, in per cent of gross national income (in 

current dollars) 

X:= per cent increase in population during the decade, from the middle of the firs 

year to the middle of the tenth 

X;3 = per cent increase in real gross national product per capita, in the given decade over 

the average for the preceding period (half overlapping), as shown in Table 4 
The multiple correlation was R*:.23 0.84, and the standard error of estimate = 0° 
The fact that the individual observations represented decades half overlapping reduces 
slighty the significance of these results, as the successive observations were not complete! 
independent. In effect, however, these 11 overlapping periods contain the record of what 
happened during the 12 periods of 5 years each which compose them, so there is not muc 
exaggeration of the number of degrees of freedom involved in the analysis. 

Other measures might have been employed in stating Xs, such as determining the averase 
annual growth of real product by fitting a trend line to each 10-year period separate 
This cannot be done until the income estimates are available for individual years. It is 20! 
believed, however, that the use of such refinements would change the conclusions material! 

The size of the constant in the regression equation, 14, indicates 14 per cent of the 
national product would be required for gross capital formation even with no change 8 
population or productivity. This compares with about 11 per cent for depletion anc 
depreciation estimated by Kuznets. 

* Population: Estimated Future Population, by Age and Sex, 1945-1980. The Unit 
States, Series P-3, No. 15 (Washington: U. S. Dept. of Commerce, Bur. of the Census, July 
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$ privat Y. of 6.8 per cent. (Since this measures the average increase in real per 
of gros Ecapita | production from one 10-year period to another 10-year period 
Cusnets: imbeginning at the middle year of the first, or 5 years later, it is equiva- 


lent to an increase of 1.3 per cent per year. This is somewhat smaller 
dital for. ae the long-time rate of growth in output per capita found by Carl 
3 just over 2 per cent per year.) At these rates of growth in 


al it was Snyd 
ation and in productivity, the previous experience indicates that 


a 1 cma formation of 16.7 per cent of gross national i income would 
r experi: EEDe required. For a level of 110-billion dollar national income, this would 
er eight. mean a gross capital formation of 18%-billions, somewhat more than 
ion a the private investment of 17 billions estimated by the previous simpler 
rom this method.** 
ars. it i: Either of these estimates of probable investment differs materially 
r capital from the estimate which could be derived from Table A. That table 
rates of faegives 20.5 billions as the probable investment at 110-billion income 
under static conditions, with the higher phase of the housing cycle. 
indicate Adding on the 0.8 billions for average annual growth in consumers’ 
lecade credit and inventories brings it up to 21.3 billions, or considerably above 
‘uture at jggethe comparable estimates of 17 billions based on the average relation for 
alue for Mgetne 1920’s, or of 181% billions based on the longer series, with an as- 
rc sumed somewhat higher average rate of technological expansion. It is 
oa a quite clear that, if we were to apply the relation of income and invest- 
sles 1 to3, ment observed under widely varying levels of income to estimate the 
amounts which could be privately invested under more stable but high 
levels of income, we would materially overestimate the probable amount. 
income (in fe Saving versus Investment under Stable Economic Conditions 
f the firs The previous calculations may now be brought together to determine 
—— the probable gap between saving and private investment under stable 
‘able 4 conditions of full employment, on the assumption that the other institu- 
Se =08 tional factors (distribution of income, tax rates, etc.) do not differ 
ng reduces me atetially from those which prevailed during the past two decades. 
He = Our previous assumptions as to a steadily rising rate of national 
aoa income are equivalent® to an annual increase of 1.9 per cent in national 
: income (at constant prices) which would mean an increase of 2.1 bil- 
ne 
seperetey. rl Snyder, Capitalism the Creator (New York, Macmillan, 1940), p. 415. 
4 het “G capital formation, as defined by Kuznets, differs slightly from gross private 
an s calculated here. The former includes capital formation by public agencies 


t investment, but excludes all consumers’ capital formation except housing. 
ludes the first two items, but includes consumers’ capital financed through net 
‘eases IN consumers’ credit. 


he Un ‘opulation was assumed to grow at an average rate of 0.6 per cent a year, and real 
per capita production to rise at an average annual rate of 1.3 per cent. Real national 
n must rise at an annual rate of 100.6 101.3, or 1.9 per cent. 
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lions upon reaching a 110-billion level. From the relations shown jy 
Figure 6 of the preceding article, we estimate probable saving (say {oy 
1945) with gross income at a 110-billion level, increasing at 2.1 billions 
per year, at about 23.5 to 25.5 billions of dollars.*° This compares 
with a probable level of private investment, just calculated, of about 
17 to 18 billions of dollars, leaving a possible gap somewhere between 
5.5 and 8.5 billions of dollars.** Unless changes in tax structure. in 
industrial wage and price policy, or in other related factors, change the 
habits of saving or of private investment significantly from those which 
prevailed prior to the war, it appears that after the war average annual 
expenditures of about 5.5 to 8.5 billions of dollars, in public offsets to 
saving or in foreign investment, would be required to keep the economy 
running at full employment and with a steadily rising level, at the time 
that gross national income was crossing the 110-billion level.*? To the 
extent that changes in consumption habits, tax structure, or business 
policies and income distribution should lower the amount of saving 
made at given income levels, or force an increase in the amount of in- 
vestment above that hitherto required at the same income level, the 
average public expenditures necessary to maintain full employment 
would be reduced. 


D. Suggestions for Further Study 


The studies of saving and investment reported in this and the pre- 
ceding paper constitute only a reconnaissance study of a very broad 


* Assuming the trend of saving by 1945 to be at the average level shown in the lowe 
section of Figure 6 in Part I of this article (which means refusing to extrapolate the rising 
trend into the future in the absence of more positive confirmation of this shift), and 
calculating the amount for an income of 110 billions and an annual increase of 2.1 billions 
gives 25.6 as the actual estimate. (Of this 25 billions is the reading from the upper line of 
Figure 6 and 0.6 billion is read from the middle line, for the change in national income 
If the upper curve of Figure 6 had been extrapolated as a straight line instead of a curve 
however, the estimate would have been about 23.6. In view of the considerable margin 
of possible error which attaches to estimates from any such extrapolation of a regression 
line beyond the data on which it is based, it is felt safer to give the estimate in terms of 
the range shown above. (For the reliability of such extrapolations, see the present author's 
text, Methods of Correlation Analysis, pp. 347-49.) 

“In boom periods in the past, profits and upper-bracket incomes have increased out 
proportion to wages and salaries. The estimated increases in saving assume that this same 
disproportion would prevail at high levels of national income in the future. Under condi- 
tions of high but stable production, as assumed above, it is quite probable that income 
would not be quite as unequally distributed as this assumes, even without any consc 
modification in business price and profit policies. If that should prove to be the ca 
the level of saving and the size of the gap would be somewhat smaller than estimated her 

“ This differs materially from the probable size of the gap in the years immediately alte! 
the war. Foreign rehabilitation and domestic replenishment of wartime depletion of both 
producers’ and consumers’ capital might temporarily raise investment to levels which would 
close the gap entirely or even threaten inflation. These estimates indicate the possible 
magnitude of the problem of maintaining employment after the boom of that post-war 
restocking is completed. 
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sroup of problems. In this preliminary exploration many problems have 
been encountered which it has been necessary to pass by or to subject 
‘0 only superficial examination. They call for careful and exhaustive 
analysis, both theoretical and quantitative, before the basic relations 
-an be fully determined. The control of business cycles and the pre- 
vention of periodic deep and sustained depressions have been among the 
most puzzling of all economic problems. Research in this field is impor- 
‘ant at this time as a background for post-war economic policy. 

Some of the more important quantitative studies which remain to be 
undertaken in the field of saving and investment are: 

|. Determination of the size, and study of the behavior, of sepa- 
rate components of savings, particularly of individual and business 
savings, in relation to national income. 

2. Further study of the influence of financial institutions, such as 
commercial banks, investment trusts, and life insurance companies, 
upon both saving and investment. 

3. Study of the distribution of income as a factor affecting saving 
and consumption. This requires extension of consumer expenditure 
studies, particularly with the purpose of determining what actually hap- 
pens to expenditures when people shift from one income level to another. 
In addition, attempts should be made to determine what consumer ex- 
penditures and saving patterns would be under different distributions 
of income, assuming stable levels of income or progressively rising levels 
of income in response to increases in population and to rising produc- 
tivity per worker. 

4. Determination from the standpoint of the foregoing study of a 
distribution of income which would so modify the consumption and 
saving habits of individuals that outlets in useful investment could 
easily be found for the saving which would be done. 

5. Studies of the probable effects of particular institutional changes 
upon consumption and saving habits. This includes among others con- 
sideration of the probable effects of specific changes in price, wage, and 
profit policies; in social security provisions; and in tax structure. 

6. Analysis of factors influencing investment decisions in individual 
industries, including determination of the relation between investment 
in plant and equipment, and profits, use of capacity, and other in- 
ternal and external factors. 

7. Further development of a stable relation between investment and 
income with a steadily but gradually rising level of income rather than a 
widely fluctuating level, as tentatively developed in Section C of the 
present article. 

5. Further study of the apparent private investment-income relation, 
developed from data for the past two decades (Figures 5 and 6 of this 
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article). In this connection a breakdown of investment expenditure; 
into those for replacement and those for new investment, already sug. 
gested, would be useful. ‘ 

A great many research studies dealing with various phases of the 
problems developed here are now being planned in connection with the 
work of several federal agencies in the field of post-war planning. Fy. 
ture students will need to develop more clearly the general relationships 
explored here. We must create a continuously more solid and factya| 
basis for this important sector of economic knowledge. 


E. Conclusions 


The results of this general survey of the existing American data, jy 
the present article and the preceding one (Part I), may now be for- 
mulated in terms of the hypotheses with which the study began. The 
results support the validity of the following propositions: 

1. The quantity of current income withheld from consumption ex- 
penditure (saving) is functionally related both to the current level of 
income and to the direction and extent of change of that level, increasing 
as the level of income and production increases. 

2. The quantity of current income spent privately for permanent 
capital goods under conditions of fluctuating activity has responded to 
previous profits, but has been conditioned by the current level oi in- 
come, while the income spent for temporary private investment has been 
related to the direction and extent of change of the level of income (and 
hence to the anticipations of future returns which may be associated 
with those income levels and changes). No evidence could be found that 
reductions in interest rates stimulated investment during the period 
studied. 

3. The phase of the housing cycle is a major factor related to the 
amount of investment and is at least a minor factor related to the level 
of the saving function. The relation of saving to private investment was 
materially different in the 1920’s than in the 1930’s, primarily due to 
the differences in the phase of the housing cycle. 

4. Because of the functional relation of the rate of change in income 
to both saving and investment, the static relation of the two is different 
from the dynamic relation. 

5. As between different static levels of national income, under tht 
conditions of the 1920’s, the increase in saving associated with a higher 
level of national income was larger than the increase in private invest- 
ment, and the point at which the two were in static equilibrium was !4 


yf the 


below full production or full employment. Under the conditions o! t 
1930’s, saving was higher than private investment at all levels oi na- 
tional income experienced, and large net additions from public expena 
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‘yres and foreign balances were necessary to attain an equilibrium, with 
the size of the gap increasing with the level of national income. Even 
‘nthe 1920’s, material quasi-investments were necessary to maintain the 
levels of income then realized. 

6. With changing levels of income, both saving and private invest- 
nent ran relatively large on the way up, and relatively small on the 
wav down, with private investment tending to fall below saving as soon 
»s the rise in income passed about 85 billions on the way up, and to 
emain below until national income fell to about 60 billions on the way 
iown (under conditions of the 1920’s). 

7. With employment maintained at a high level, and national in- 

me rising at a steady rate, the gap between saving and investment 
vould probably be much larger than it has been in past peacetime pe- 
riods of high but transitory full employment. To maintain stable full 
employment in the post-war period, saving will have to be reduced or 
investment supplemented, to an extent averaging 5% to 8% billions a 
year, if full employment is to be maintained at a steadily rising rate 
around 110 billions of income. 


Washington, D.C. 
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THE INFLATIONARY GAP 


I. MEANING AND SIGNIFICANCE FOR PoLicy MAKING’ 


By WALTER S. SALANT 


In economics, as in ladies’ fashions, the war has created a new 
vogue—the “inflationary gap.” Its measurement is the latest and per- 
haps one of the most popular of the increasing applications of statistics 
to questions of national economic policy. Since the phrase is now break- 
ing into the newspapers economists are obliged, if only in self-defense. 
to have a clear understanding of it. 

The currency of the phrase is, of course, a reflection of the enormous 
wartime increase in government spending and the resulting danger of 
~ serious inflation. Although the phrase is new, the idea that it represents 
is familiar; namely, the excess of demand over supply at a specified 
price, applied to total effective demand, aggregate supply, and some 
price level. The concept is most often used in connection with tax policy 
specifically in calculations of what amounts of additional taxation are 
required to prevent inflation. 

Instead of considering first the meaning or rather the various mean- 
ings of the term “inflationary gap” and then considering estimating pro- 
cedures, it may be more instructive to reverse the order and to consider 
two estimating procedures first and then to compare their meanings. 

All procedures involve a comparison of estimates of the potential real 
output of goods and services with estimated demand, based upon as- 
sumed levels of defense expenditures. In most cases some recent date is 
taken as a base. It is assumed that the prices of this base date are the 
ones to be stabilized and therefore that the gap at that date is zero 
Consequently, the various supply and demand factors are expressed in 
terms of changes from that base. 

_ 1. The procedure used in a report soon to be published*® compares the 
expansion of real output with the increase in defense expenditures 
(supposedly on the basis of deliveries of defense material) and obtains 
\ as a difference the necessary reduction of civilian output. It then esti- 
mates the independent change in demand for civilian output that will 
*A paper presented in New York City on December 29, 1941, to the Econometric 
Society at its annual meeting. 

*A report on the amount of taxes needed to avert inflation prepared by Carl Shoup 

Milton Friedman, and Ruth Mack for the Carnegie Foundation and the Institute of Publi 


Administration. Since the report has not yet been made public, I am deliberately refraining 
from describing the estimating procedure in detail and also from appraising it. 
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cur if no new anti-inflationary measures are adopted. This is done 
»y considering the changes in each component of capital formation (1.e., 
-esidential construction, inventory accumulation, plant and equipment 
expenditure, etc.) and the change in the propensity to consume sepa- 
-ately. In order to estimate the autonomous changes in the propensity 
‘) consume and in private capital formation it is, of course, necessary 
‘) work on certain hypotheses with regard to the distribution of income, 
‘he movement of prices, and so on. As a first approximation the inde- 
nendent changes in the propensity to consume and in capital formation 
are estimated on the assumption that prices and disposable income of 
onsumers are the same as on the base date. In estimating these changes 
an attempt is made to take into account the effects on demand of direct 
controls such as priorities and allocations and all other relevant factors. 
The estimated changes in the propensity to consume and in capital 
formation are then added to give the total estimated change in private 
iemand for civilian goods.* This change in demand is then compared 
with the necessary change in civilian output. The difference is the 
mount of reduction in civilian demand that must be brought about by 
new measures of policy. 

If it is found that defense spending will increase by 15 and physical 
utput will increase by 8, civilian output will have to decrease by 7. 
If it is found further that civilian demand at the disposable income of 
the base date will, independently of any new policy measure, increase 

2, then steps must be taken not only to prevent this increase of 
lemand but actually to reduce demand by 7. In other words, a total 
eduction of demand by 7 + 2 or 9 is required. This figure, repre- 
senting the amount of reduction in civilian demand that must be brought 
ibout by special measures, is the inflationary gap according to one defi- 
nition. 

In computing the severity of the measures required to eliminate this 
gap, it is of course necessary to take into account their secondary ef- 
lects. It is also necessary to consider what steps are required to fulfill 
the assumption on which the estimates of change in demand were based. 
Since the gap was computed on the assumption that disposable con- 
sumer income remained unchanged, a gap of zero would still require new 
ieasures to be taken. It would still be necessary to keep disposable con- 

mer income the same as it was on the base date, and this would 
require some kind of action. Thus the quantitative amount of special 
measures needed would differ from the gap itself on this definition of 


the gap. 
lo be strictly correct each of these two components of civilian demand should be re- 


ted to take into account the estimated change in the other component. The 
{ the report found this to be unnecessary in practice. 
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This definition of the gap measures the amount by which investment 
plus the propensity to consume at base date prices and base date dis. 
posable consumer incomes exceeds the investment and the propensity 
to consume which would be consistent with equilibrium of demand and 
supply. This gap does not measure the increase of investment and total 
consumption that would occur if no measures were taken to preserve 
equilibrium, for if no measures were taken the excessive investment and 
consumption would have secondary effects which would further ip- 
crease demand. These secondary effects are not measured. This pro- 
cedure tries to avoid dealing with the functional relationships which 
would be needed to estimate these secondary effects. For example, it 
does not deal with the curves of the propensity to consume. It deals 
with those points on the curves that correspond to the consumer dis- 
posable income of the base period. In other words, this method does not 
measure what would happen if equilibrium is not preserved. It simply 
estimates the conditions for equilibrium. 

2. A second method, developed in the Office of Price Administration, 
attempts to work with a logically complete system of interdependent 
quantitative relations representing the demand for goods. In using these 
relations, however, an attempt is made to take into account new factors 
that modify them, such as priorities, allocations, rationing, inventory 
control, etc. Beginning with independent estimates of government ex- 
penditures and exports and using certain multiplier relations, the total 
expansion of national income is worked out. The estimates of govern- 
ment expenditure are, however, first analyzed to see what quantity of 
various durable goods production they imply. These estimates are in 
turn compared with the capacity for producing the more important 
durable goods in order to estimate the limitations that will have to be 
placed on civilian durable goods expenditure by the allocation authori- 
ties. In solving the system, the demand for these goods is not permitted 
to rise above these limits. 

This restriction is an explicit recognition of a point often neglected 
in discussion of inflation: that allocations and price control limit not 
only the quantity of scarce goods that can be bought but also the de- 
mand for them. If firms cannot get materials required for capital ex- 
penditures they will not bid for them and the expenditures will not be 
made. Furthermore, if a business cannot make a capital expenditure, 
it is unlikely to divert the funds to any other purpose that will result 
in new spending and therefore no offsetting increase in demand is likely 
to occur. In the case of scarce consumer durable goods some diversion 
of expenditure is likely to occur. Allowance is made for this in the 
calculations: Total consumer demand is reduced by less than the reduc- 
tion in demand for the scarce consumer commodities. 
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The solution of the system gives, simultaneously, total effective de- 
mand for all goods, net corporate saving, various types of tax receipts, 
consumer disposable income, consumer expenditure, etc. 

These results are then compared with the practically attainable na- 
tional product measured in the prices at which stabilization is desired. 
The excess of the calculated total effective demand over this practically 
attainable total supply represents an inflationary gap, which may be 
called the total income gap. The excess of consumer expenditure over 
‘he consumer expenditure that could be satisfied at the desired price 
level, which can also be obtained by this procedure, represents another 
inflationary gap which may be called the consumer expenditure gap. 
The calculated consumer expenditure implies a calculated consumer 
income after taxes. The level of consumer expenditure that can be 
satisfied at the desired prices of consumers’ goods also implies a certain 
level of consumer income after taxes. The difference between this calcu- 
lated and the equilibrium consumer incomes after taxes represents an- 
other inflationary gap, which may be called the disposable consumer 
income gap. There are still more inflationary gaps that could be enumer- 
ated, but further enumeration would add nothing. 

All the gaps that emerge from this second procedure differ from the 
gap obtained in the Shoup-Friedman-Mack procedure in being total 
gaps; that is, they are the excess of total income (or of consumer ex- 
penditure or of disposable consumer income) after allowance is made 
for the secondary spending. The reduction of investment which is re- 
quired to eliminate these gaps is a fraction of them. The Shoup- 
Friedman-Mack gap, on the other hand, might be called a primary 
or a saving-investment gap. It does not take account of secondary 
spending that would take place if it is not eliminated. It will always 
be less than the total income gap unless there are no secondary effects. 

Still another gap is the tax gap, or the amount of taxes that would 
have to be raised to eliminate the gap. Within this category there are 
two cross-classifications. 

(a) The amount of taxes required to eliminate one gap is not neces- 
sarily the same as the amount required to eliminate another. For ex- 
ample, the consumer expenditure gap might be eliminated by one 
amount of taxation while a higher amount might be required to 
eliminate the total expenditure gap. In other words, there are several 
tax gaps depending upon what excessive demand one wishes to elimi- 
nate. 

(b) The amount of additional revenue required to achieve any given 
reduction of demand depends on the nature of the new taxation. New 
revenues of 2 billion dollars raised by a sales tax may be. equivalent 
to additional revenues of 4 billion dollars raised primarily from corpora- 
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tions and individuals with high incomes, so far as their effect in reducing 
consumption is concerned. For this reason there are any number oj 
tax gaps corresponding to each desired reduction of demand. 


The relation between the many concepts of the gap can best be 
shown by setting up a system in which all the relevant factors are in. 
cluded explicitly, but I shall not here introduce a set of equations for 
that purpose. It is sufficient to emphasize that there are many variations 
of the inflationary gap and that a mere statement that some expert 
estimates the inflationary gap at so-and-so many billion dollars means 
nothing unless he specifies what concept he is using. Even that would 
be hard to specify until there is some standard terminology for the dif. 
ferent variations. It will usually be necessary to examine the statistica] 
procedure to find out for oneself. Without such an examination both 
agreements and serious disagreements as to the prospects for inflation 
may be concealed. Two experts may come out with the same figure yet 
one may be estimating the primary gap and the other the total gap 
The former estimate may actually imply a pressure of demand two or 
three times the magnitude of the latter, but without examination the 
two will appear to agree. Let me say that this is not merely a theoretical 
possibility. 

Analyses of the gap type appear to assume that there is a uniqu 
supply curve for output as a whole, at least with any given composition 
of total demand. This follows from the implication that, with given 
physical productive capacities, rising prices can be prevented only by 
restricting demand. The problem is usually stated in terms of what 
amount of demand is consistent with maintenance of base date prices 
The answer is usually found by comparing demand with the physical 
potential valued at those prices. When the problem is stated and an- 
swered in this way, there is an implication that the supply curve is not 
only unique but is infinitely elastic at the base date prices up to th 
point where this potential output is produced. 

To avoid such an extreme implication, a more careful statement is 
required. The question might be asked in this way: What increase oi 
demand is compatible with an increase of prices not exceeding a certain 
desired percentage? The answer would then be found by solving for th 
increase which made demand equal the supply that could be produced 
at this maximum desired price level. If output is not infinitely elasti 
up to full capacity, this supply which determines the maximum per- 
missible demand is lower than that which the economy is physically 
capable of producing. In other words, before the gap can be measured 
it is necessary to decide what expansion of output is attainable with 
what price increase and it is further necessary to decide what com- 
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mise is to be made between rising prices on the one hand and sacri- 
. of production on the other. 


: it! y be argued that no sacrifice either of price stability or of output 


cessary, that demand should be permitted to rise to the maximum 
-sible output, measured in base date prices, and that those prices 


.n be maintained by direct price controls. If price controls are neces- 
rv before maximum output is attained, the supply curve must have 


nite elasticity, and if it is a unique supply curve the maintenance of 
se date prices by direct controls would inhibit output. It follows, 
refore, that those who believe both that direct price controls are 

sary and that they will not prevent the attainment of maximum 


utput do not believe that there is a unique supply curve. 


Let us turn now to the policy implications of gap analysis. It is usually 
lied in connection with tax policy in order to determine the desirable 
unt of additional taxation. Even if one accepts the assumption that 

ice stability should be sought by restraining the growth of demand, 
iy measure the inflationary gap without getting any guidance 

as to how far demand ought to be restrained by taxation. It 
be remembered that increased taxation is only one of several 
ethods of affecting demand. Its effects are distributed fairly generally 
the objects of expenditures and it can be focused on particular 
es of goods only to a limited extent. The gap, on the other hand, 
es not necessarily imply a general excess of demand. The fact that 


t is usually derived and expressed in terms of global income and ex- 


nditure figures makes it easy to forget this fact. The gap is a sum- 
ry expression reflecting a total of many separate excesses of demand 


ver bee at the desired prices for many different commodities. 


For the determination of policy it makes all the difference in the 
‘ld how these separate excesses are distributed. If demand is gener- 
excessive in terms of potential output at the desired prices for all 
s of goods, durable and nondurable, producers’ and consumers’, 
neral measures of the income tax variety are appropriate. If the 
tal gap is composed only of excessive demand in the durable goods 


field, however, and not at all in the field of nondurable consumers’ 


iis, measures that affect primarily the demand for the latter are not 
articularly helpful. 
lhe basic economic fact here is that resources are not perfectly 


tid, if the output and the productive resources that satisfy consumers’ 


lemand for nondurable goods cannot be used to satisfy the excessive 
ieliand, as is the case with regard to the matériel component of defense 
‘xpenditures, then no purpose is served by restricting demand for the 
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goods that are not scarce. Where this is the case it is far more appro- 
priate to use measures that restrict demand for particular services 
for example, allocation and rationing. 

If the expert tells the policy maker only the amount of the total gap, 
he is not giving sufficient assistance in the formulation of policy. The 
very least that the policy maker ought to require of the expert is an 
estimate of the composition of the gap as between broad classes of 
output. For this purpose output should be classified according to the 
resources required in production. Theoretically, goods that require the 
same sort of resources should be in one class; other goods that cannot 
be produced with those resources should be in different classes, In 
practice some part of the resources required to make one product will 
almost invariably be of some use in producing some other, so no detailed 
classification can be perfect in practice. But a grouping into durable 
and nondurable goods is extremely useful. The gaps in each group 
should be estimated separately. Then the policy maker has some guid- 
ance as to what sectors of the economy his policies should be designed 
to hit. The measurement of the excess of total demand over the level 
desired is only a first step or a summary expression. If no breakdown 
of total demands and supplies is provided, the gap is merely a sum- 
mary measure of the aggregate inflationary pressure. If the existence 
of a total gap is carelessly assumed to imply the existence of a general 
gap, the concept may be more dangerous than helpful. 


Office of Price Administration 
Washington, D.C. 


II. DIscUSSION OF THE INFLATIONARY GAP* 


By MILTON FRIEDMAN 


Driving along the beautiful Skyline Drive in Virginia recently, we 
passed Lands Run Gap, and then Compton Gap. A bit later another 
sign came into view. I expected it to read Inflationary Gap, but it was 
only Jenkins Gap. Again and again I was disappointed. Inflationary 
Gap never appeared. And this was entirely appropriate: Inflationary 
Gap is never of the past or the present; it is always in the future. 

The inflationary gap is one of those ex ante concepts with which 
recent theory has made us all familiar. Double entry books always 


* At the request of the editor, Mr. Friedman has contributed this discussion of the subject 
matter of Mr. Salant’s paper. 
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balance, aside from numerical errors. Expenditures by consumers must 
always equal receipts of sellers. But expected expenditures by con- 
mers during some future period need not equal the value at some 
peciied price level of commodities and services that will be available 
‘or sale. It is this difference between expected expenditures and the 
value of goods expected to be available that constitutes the inflationary 
vap—at least, in one of its variants. 

When the future has become the past, the books will still balance; 
expenditures will equal receipts; and the inflationary gap for that 

period will be no more. How does the gap between expected expendi- 

tures and expected value of goods available work itself out? How does 
it lead to the particular level of expenditures and receipts that is real- 
ized? Speaking loosely, how is the gap closed? 

The adjective “inflationary” implies one method whereby the gap 
may be closed; namely, through a price rise. But this implication is 
in many ways misleading. The mere revaluation of the goods available 
for sale does not by itself close the gap; it is the redistribution of 
income and the change in spending-saving habits accompanying a 
price rise that closes the gap. And a price rise is not the only way in 
which the gap may be closed. 

Suppose that, at some specified price level, the value of resources 
including, of course, enterprise) expected to be employed in the forth- 
coming period is $100; that half of these are expected to be utilized, 
directly or indirectly, by government in producing goods that will not 
be available for sale, and the other half by industries producing con- 
sumer goods; that no consumer goods are available for purchase except 
from current production; that there are no taxes; and that all pay- 
ments for resources constitute individual income (i.e., in the terminol- 
ogy of national income, that there are no “business savings”). Under 
these assumptions, the aggregate income of individuals would be $100, 

and the aggegate value of goods available for purchase (at the assumed 
price level) would be $50. Suppose, further, that at the assumed price 
level and with an income of $100, individuals would want to spend $70 
n consumer goods. The inflationary gap—or that variant of it desig- 
nated by Mr. Salant as the primary consumer expenditure gap—would 
be $20. 

With $70 trying to buy goods, and $50 worth of goods available, at 
the assumed price level, it may seem that a 40 per cent price rise would 
Close the gap by making the aggregate value of the goods equal to 

570. But if this were to happen, aggregate income would no longer be 

)0. If, for the moment, we assume other things unchanged, govern- 
ment would be spending $50, consumers would be spending $70, and 
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aggregate income would be $120. The increase in the price of consumer 
goods means an increase in payments to some resources and, hence. 
in their price. If government, to compete, should have to raise the price 
paid to comparable resources, total income would rise even more—at 
this stage, to $140. But with a higher price level ana a higher income. 
consumers will want to spend more than $70. Indeed, if the aggregate 
spending-saving pattern were unchanged, they would want to spend 
70 per cent of their unchanged real income, or $98. At the new, higher 
price level, then, there is a gap of $28, replacing the initial gap of $20. 
In short, if consumers were to insist on spending 70 per cent of income. 
and government were to insist on employing half the resources, the 
immovable object would be meeting the irresistible force. 

The answer to this dilemma is, of course, that a price change does 
not involve merely a revaluation of goods and of incomes: Because of 
frictions and lags, price changes lead to a redistribution of incomes and 
to a change in spending-saving relationships. The initial increase in 
income from a price rise is likely to be concentrated in the hands of 
recipients of profits, a group that tends to receive fluctuating incomes 
and accordingly to save a disproportionately large part of any increase 
in income. Moreover, the receipt and spending of incomes are not 
simultaneous. All along the line, it takes time for recipients of higher 
incomes to readjust their spending patterns. Finally, competitive 
readjustments of resource prices take time. While employing, in some 
sense, half the real resources, government may not disburse half the 
money income. Under conditions like the present, of course, this last 
adjustment is likely to be concealed. The initiating impulse is arising 
from the government, not the private, sector. Government, in bidding 
away resources from the private sector, is raising the prices of re- 
sources. The share of money income it is disbursing may well be larger 
than the share of resources it is employing.’ The point is that the 


it would otherwise be. 

A price rise will close the gap, therefore, by changing the ratio ol 
saving to spending and by changing the ratio of the value of goods 
available for sale to the total value of goods produced. At the end ol 
the period, the balanced books will show a percentage of income saved 
exactly equal to the percentage of income disbursed in the production 
of goods not available for sale. In our simplified example, if we assume 
that government throughout disburses half the income, the balanced 
books will show that individuals have saved half their income. 


* These are inexact statements, touching on the extremely troublesome problem of defining 
the volume of real resources in other than monetary terms. 


secondary changes in the private sector make this difference less thai 
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194? 


How large a price rise will be required depends on the speed with 
which readjustments take place. If, for example, labor is quick in de- 
~anding and successful in obtaining higher wages when profits rise, 
and consumers are quick in interpreting rising prices as a forerunner 
of further price rises and hence in increasing their expenditures, a very 
large price rise may be required, and conversely. The same primary 
sap may, therefore, be associated with a wide range of price changes. 

Even in the absence of direct government intervention, a price rise 
and the attendant redistribution of income is not the only way in which 
the gap might be closed. For example, to take a highly unreal extreme, 
sellers of consumers’ goods might simply refuse to raise prices despite 
the high level of demand, permitting, instead, their shelves to empty 
and bare-shelves rationing to replace price rationing. Consumers would 
then be forced to save $20 more than they wanted to. This type of 
behavior by sellers would, in practice, be rare; but to whatever extent 
it occurred it would help to close the gap. 

Again. aside from the increase in savings as a result of the redistri- 
bution of income, savings might increase because of a “buyers’ strike” 

unable to obtain the desired goods at accustomed prices, buyers might 
simply refuse to purchase at higher prices. This type of behavior is 
contrary to experience, which reveals a higher percentage of income 
spent on consumption goods, the lower the real income. But it is not 
entirely inconceivable under wartime conditions and psychology. 

Finally, the gap might be closed by changes arbitrarily ruled out in 
our simplified example. As Mr. Salant quite properly points out, aggre- 
gate output—at least “economic” output—is not unique. A price rise 
might mean a larger output than the $100 assumed in our example, 
and hence more goods available for sale. And goods can be made avail- 
able for sale not only from current production but also from capital. 
Such an increase in goods sold does not increase incomes; it merely 
substitutes one form of asset for another—money for goods. 

Under these conditions, it may well be asked what significance can 
be attached to the number describing the primary expenditure gap— 
in our example, $20. The primary expenditure gap—the concept most 
frequently used in measurements of the gap—is significant in only two 
ways: (1) It measures the amount by which the estimate of voluntary 
savings at the assumed income level would have to be in error in order 
that the gap should be the product of statistical error rather than of 
economic reality. If the statistician had underestimated voluntary sav- 
ing by $20, there would in reality be no gap. (2) It measures the task 
i one of the many public policies that might be used to close the gap; 
namely, a campaign to stimulate “voluntary” savings. In terms of our 
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example, such a policy, in order to succeed, would have to induce con- 
sumers with an income of $100 to save $20 more than they would want 
to save in the absence of such a campaign. 

The $20 that measures the primary expenditure gap does not, as js 
often mistakenly supposed, measure the amount that would have to be 
raised in taxes to close the gap. If, in our example, $20 were withdrawn 
in taxes, consumers would have available $80 for saving and spending— 
at the assumed price level. Out of $80 of income, they would presum- 
ably want to spend less than $70 but more than $50, since a reduction 
in income ordinarily reduces both saving and spending. In order to 
eliminate the gap, enough would have to be withdrawn in taxes to re- 
duce disposable income to a level at which consumers would want to 
spend $50. This would clearly require more than $20, how much more 
depending not only on saving-spending habits but also, as Mr. Salant 
has pointed out, on the kinds of taxes imposed. 

An analysis directed toward policy should not, therefore, stop with 
an estimate of the primary expenditure gap. It should take as its func- 
tion the evaluation of the quantitative aspects of the alternative meas- 
ures that might be taken to close the gap. Such an evaluation is essen- 
tial to an intelligent choice among measures or an intelligent combina- 
tion of measures. It is not enough to list the various measures that 
might be taken: direct stimulation of savings; reduction of consumer 
income through taxation or compulsory savings; indirect stimulation 
of savings by rationing some goods and thereby narrowing the range of 
goods freely available for purchase, or by imposing restrictions on con- 
sumer credit; rationing of over-all purchasing power; reduction of ex- 
penditures by industry on non-war capital formation, and by state, 
local, and federal governments on non-war activities; prevention ol 
wage rises; elimination of overtime payments; etc. There is needed, 
in addition, quantitative estimates of the contribution that would be 
made by each possible variant of each measure, and by combinations 
of different measures. The ideal would be a series of indifference sur- 
faces, so to speak; i.e., a list of the alternative combinations of poli- 
cies that would serve to close gaps, however defined, of alternative sizes. 

The analyses that have so far been made fall far short of this ideal 
In the main they have been directed at measuring either the primary 
expenditure gap—the measure appropriate for a policy of direct stimu- 
lation of savings; or the tax gap—the measure appropriate for a policy 
of reducing consumers’ disposable incomes through taxation. True, 
these studies have attempted to take into account the effect of other 
policies, in so far as these policies could be foreseen. But only to 4 
minor extent have they attempted to state the consequences of exten- 
sions of the other policies—to say, for example, that this and this ex- 
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tension of rationing would change the amount of taxes needed by this 
and this amount. 

Mr. Salant stresses the importance of a somewhat different elabora- 
tion of the estimates—a breakdown of the gap among broad classes of 
.utput. He considers such a breakdown vital for policy purposes be- 
cause. in his view, “general measures of the income tax variety are ap- 
propriate” primarily “if demand is generally excessive in terms of poten- 
tial output at the desired prices.” This apparently innocent statement 
conceals a joker—“at the desired prices.” The composition of the gap 
is determinate only at specified relative prices for different classes of 
soods.® It can be anything at all if relative prices are permitted to vary. 
Mr. Salant’s policy conclusion is valid only if (1) stabilization of par- 
ticular prices as well as of the general leve! of prices is desired, or (2) 
relative prices are generally and necessarily rigid. Neither point seems 
to me to be acceptable. General measures of the income tax variety 
seem appropriate under almost any circumstances—certainly any that 
ire at all probable in the United States. The price system seems the 
least undesirable method of allocating the limited resources that will 
be available for the production of civilian goods. If they could be con- 
structed, breakdowns of the type suggested by Mr. Salant would be 
desirable under alternative relative prices, not for determining basic 
policy, but rather for estimating the relative price changes that would 
be likely to occur. 

The present state of gap analysis is unsatisfactory not only because 
it does not go far enough, but also because the estimates that are made 
are subject to such wide margins of error. At the present stage of our 
knowledge of the functioning of the economic system, estimating the 
gap is a presumptuous undertaking. One of the main by-products of 
attempting to do so is a keener realization of how little we know about 
the quantitative interrelationships of the economic system, and how 
much there is to know. To estimate the gap, and the consequences that 
will flow from it, requires precise and quantitative knowledge of the 
process of economic change—of how impulses are transmitted through- 
out the economic system, of lags in adjustment, technical possibilities, 
and human reactions. 

Useful estimates are possible at all only because of the special cir- 
cumstances of the moment. The necessities of war require an ever- 
increasing stream of expenditures whose desirability is unquestioned. 
These expenditures constitute the dominant factor making for expan- 

t ild be noted that the aggregate amount consumers will want to spend out of a 

e may also be affected by the relative prices of different classes of goods even 
eral level of prices is, in some sense, fixed. But this effect would presumably 
€ of secondary importance. 
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sion of money incomes. The direction of the change in expenditures js 
known: so long as war continues, expenditures will increase and not 
diminish. The magnitude of the change can be forecast with reasonable 
accuracy for short periods. Many factors that would be important to 
the estimator in ordinary times have no independent influence in war- 
time. For example, non-war capital formation is subject to direct con- 
trol and is determined by availability of materials rather than profit 
possibilities. The factors that determine capital formation in peace- 
time can be almost entirely neglected and attention concentrated on 
productive potentialities. Finally, possible discrepancies between the 
amount consumers want to spend and the value, at specified prices 
of the goods available for purchase are so large that even substantial 
errors of estimate will not alter major policy implications. 

The development of methods for estimating the gap and the apparent 
usefulness of the resulting estimates for public policy during wartime 
have led many to suppose that a new technique has been developed for 
guiding public policy in peacetime. As the preceding paragraph indi- 
cates, this is an illusion. Gap analysis has added nothing to our under- 
standing of economic change. We know no more now about how th 
business cycle runs its course than we did before. The special circum- 
stances of a war period make it possible to use this imperfect knowledge 
to construct quantitative estimates that are useful for policy purposes 
When these special circumstances have passed, the problems that 
plagued us before will plague us again. 


Washington, D.C. 
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THE MEASUREMENT OF STATISTICAL COST FUNCTIONS: 
AN APPRAISAL OF SOME RECENT CONTRIBUTIONS’ 


By HAnNs STAEHLE 


“When you cannot measure, your knowledge is of a meager and un- 
satisfactory kind.” This famous statement of Lord Kelvin’s may be 
paraphrased to the effect that, whenever attempts at measurement of 
previously unmeasured quantities and relationships are made, under- 
standing and knowledge, if only of the complexities of the subject, are 
certain to be furthered. I shall pass in review, and appraise, a recent 
newcomer in the long series of efforts at quantification in economics, 
the literature on statistical cost functions. 

The subject invites comparison with a closely associated develop- 
ment, the measurement of demand functions. From Gregory King to 
Marschak’s most recent contribution, the process has been one of ever 
closer interpenetration of facts and theory. It is typical, for instance, 
that even to Marshall, aware though he was of the influence of factors 
other than price, elasticity of demand exclusively meant elasticity 
with respect to price, all other factors expressing their influence 
through either shifts or distortions in that price-quantity function. 
Marshall never used the concept of income-elasticity of demand. It 
was for H. L. Moore, the econometrician, to develop the idea of gen- 
eralized partial elasticity coefficients of demand. As to the particular 
lependence of demand upon income and its elasticity, a relatively 
recent, and essentially measurement-inspired addition to the econo- 
mist’s toolbox, its possibilities for the further development of theo- 


retical reasoning have already been exploited by Bowley and Allen, 
nd have certainly contributed to shape Hicks’s ideas. In other words, 
Marshall, the theorist, could afford to be content with stating the “law 


{ demand” ceteris paribus. But attempts at measurement very soon 
made it necessary to find out what exactly the more important ones 
mong the “other things” really were. For measurement of the price- 
quantity function is possible only if the influence of the cetera is suc- 
cessfully eliminated, and in order to eliminate we must know what and 
how much. The devices invented for the purpose of isolating what to 
Marshall was the law of demand have in turn proved stimulating to 
reasoning of a purely theoretical kind. 

Later I shall examine whether a similar development can be expected 


\ paper presented at a joint meeting of the American Economic Association and the 
tric Society, held in New York, December 29, 1941. 
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in consequence of past and present endeavors in the field of cos 
measurements. 

Similar in this respect to the theory of consumers’ choices, the theory 
of short-run producers’ behavior proceeds on the basis of a simple 
postulate of rationality. As Cournot put it in 1838, “the producer [he 
was speaking of a monopolist] will always stop [expanding his out- 
put] when the increase in expense exceeds the increase in receipts”: 
or, as we would say today, when marginal cost (increasing or con- 
stant) equals marginal revenue (constant or decreasing). Cournot 
then goes on to say that he will scarcely have occasion to consider 
directly the total-cost function, but only its derivative, 7.e., marginal 
costs, the shape of which exercises the largest influence upon the solu- 
tion of the principal problems of the science of economics.’ 

It is not idle to quote these remarks, not only because it never can 
be idle to read and quote Cournot; they also directly apply to all the 
statistical work which has been done in our field. Although each one 
of the authors finds it necessary to start out by measuring the total- 
cost function, all their work aims in the end at determining short-run 
marginal costs as a function of output. All these studies, in other words, 
by endeavoring to find a numerical expression for the function con- 
necting marginal costs with output, are in fact, if not in intention, 
attempting to throw light upon the rationality of entrepreneurs’ be- 
havior. It would indeed be difficult to see why, if not for that reason, 
the measurements are undertaken. 

In reviewing the literature on the subject I cannot hope to be com- 
plete. I shall therefore first list what appear to be the main contribu- 
tions, and then briefly consider what methods were used to construct 
the relationship between output and costs; what concrete results have 
been reached, and what significance these results possess in relation 
to (1) the goal of the measurement itself, (2) ‘usiness practice, and 
(3) cost theory. In a final section I shall try to speculate as to future 
possibilities. 


I 


Every field has its pioneers. With due reservation regarding the 
probability that Professor Viner will soon discover, if he has not al- 
ready done so, a still earlier contribution, I wish to discuss as the first 
item in my list a brief article by an Austrian writer, Wilhelm von 
Nérdling, on “Le Prix de Revient des Transports par Chemin de Fer” 
(Cost of Production of Transportation by Railroad”).* That article 


7A. Cournot, Principes Mathématiques de la Théorie des Richesses (Paris, 1838), p. 6° 
Bacon’s translation, p. 59. 
* Published in the Annales des Ponts et Chaussées for 1886 (1°° sémestre), pp. 292- 
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must not be considered as a curiosum only. Its scientific value, even 
for the present day, will become apparent in the summary that I shall 
sive of it later. May I merely mention that I found it quoted in an 
‘mportant lecture delivered by Emile Cheysson, the well-known French 
<ocial reformer and pupil of Le Play, under the title of La Statistique 
Géométrique, Méthode pour la Solution des Problémes Commerciaux 
ct Industriels (“Geometrical Statistics, A Method for the Solution of 
Commercial and Industrial Problems” )* in which Cheysson not only 
evolves a scientific program which sounds very much like Frisch’s in- 
troductory address at the first meeting of the Econometric Society at 
Lausanne in 1931,° but also attempts to determine the Cournot point 
in a concrete statistical case. It is of interest to note that, in the article 
levoted to Cheysson in the Encyclopaedia of the Social Sciences® it is 
said that he “contributed nothing new to sociology or economics.” 

My second item is a contribution by Ehrke and Schneider published 
in 1933, in the former’s book on Overproduction in the Cement In- 
austry. 

I shall further consider the studies by Yntema,* and Ezekiel and 
Wylie,’ on the United States Steel Corporation, both published in 1940, 
and, of course, Dean’s various studies, the first of which appeared in 
193¢ 

I shall have no time to consider the various studies dealing with 
farm management problems," nor the so-called break-even charts de- 


In the Annales, the author’s name is, with typically French neglect for “umlaut,” given 
“W. Nordling, ancien directeur général des chemins de fer au Ministére du Commerce 
Vienne.” There is no doubt, however, that W. Nordling is identical with Wilhelm von 
Nordling, k.k. Sectionschef und General-Director des dsterr. Eisenbahnwesens a.D., who 
published a book Die Selbstkosten des Eisenbahn-Transportes und die Wasser- 
Frage in Frankreich, Preussen und Oesterreich, Vienna. This book, though full of 

tical data, contains no study of cost functions. 


‘Paris, Publications du Journal Le Génie Civil, 1887. 


* Econometrica, vol. 1, no. 1, pp. 74-76. 
S74. 
"Kurt Ehrke, Die Uebererzeugung in der Zementindustrie von 1858-1913 (Jena, 1933), 
specially pp. 276-310. 
*United States Steel Corporation, T.N.E.C. Papers, vol. I, pp. 223-302, also printed in 
Hearings before the Temporary National Economic Committee, Pt. 26, Iron and Steel 
ry, pp. 14032-82. 


*Kathryn H. Wylie and Mordecai Ezekiel, “The Cost Curve for Steel Production,” 
r. of Pol. Econ., vol. XLVIII, Dec., 1940, pp. 777-821. See also by the same authors 
t Functions for the Steel Industry,” Jour. Am. Stat. Assoc., vol. 36, March, 1941, 


* Joel Dean, Statistical Determination of Costs, With Special Reference to Marginal 
Costs (Chicago, 1936); and Statistical Cost Functions of a Hosiery Mill (Chicago, 1941) ; 
ind The Relation of Cost to Output for a Leather Belt Shop (New York, Nat. Bur. Econ. 
Research, 1941). See also Am. Econ. Rev. Suppl. vol. XXX, March, 1940, pp. 400-03. 


See, e.g., the studies quoted by E. H. Phelps Brown, Econometrica, vol. 4, pp. 123-37. 
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veloped by, e.g., Bolza’* and Rautenstrauch,”* nor finally the impor. 
tant work of Schmalenbach” and his school.’* I also shall have to omi 
consideration of one attempt to measure a long-run cost curve (or 
envelope function) which Dean has produced but not yet published, 


II 


Granting these limitations of the subject, the great similarity in the 
problems encountered by the various authors, and in the methods they 
chose to solve them, suggests something of a necessity inherent jn 
their task. 

It is the aim of each one of these writers to isolate, from among the 
many factors that influence costs, the met influence of changes in the 
rate of output. In order to do this, each one attacks the problem by 
studying total costs, though they all are also, if not mainly, interested 
in marginal costs. Each one (with the exception of Ezekiel-Wylie and 
Ehrke-Schneider) runs up against the problem of measuring the vol 
ume of a diversified output. Each one has to face the problem of “tech- 
nological change,” and of possible change in the size of equipment, as 
one of the major factors to be eliminated. Finally, each one is com- 
pelled to consider the separation of costs which are not in the most im- 
mediate sense direct ones into those which depend on the lapse of 
time, and those which depend on utilization. 

Von Nordling definitely sets out to obtain the relationship between 
costs and output when equipment is given. He carefully points out 
that what matters is not average cost, but only “the increment in ex- 
penditure necessary to transport one ton-kilometre more or, which 
amounts to the same thing, the saving that would be consequent upon 
the transportation of one ton-kilometre Jess.” “Interest on invested 
capital,” he goes on to say, “will not be part of costs thus understood 
for interest is a permanent, invariable charge, independent of tonnage.’ 
He is aware of the problem involved in measuring output, consisting 

as it does of both passenger and merchandise traffic, and he adopts, 
after detailed justification, the convention of giving equal weight to a 
ton-kilometre of merchandise and a passenger-kilometre. Among the 
reasons for the adoption of this weighting system are considerations 
of the relative variable costs per unit. He then chooses from among 
the various railway systems existing in Austria at that time those for 


* Hans Bolza, “Kostenstudien mit Erfahrungszahlen aus der Praxis,” Nordisk Tidsskrif! 
for Teknisk Okonomi, June, 1937, pp. 97-109. 


** Walter Rautenstrauch, The Economics of Business Enterprise (New York, 1939), P 
303-09. 


**E. Schmalenbach, Selbstkostenrechnung und Preispolitik (Leipzig, 1934). 
* Reinhard Hildebrandt, Herbert Peiser, and others. 
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hich in at least two, not necessarily consecutive, years the length of 
line operated remained as nearly constant as possible while at the same 
ime large variations in the volume of transportation occurred;** and 


1 the cost information available for the years thus chosen he then 
mines the total number of ton-kilometres supplied during the 
ar (x) and the total variable costs (7.e., other than interest on 
nds) (vy) per kilometre operated. He shows himself surprised and 


d lichted—and both these emotions are fully justified—to find that 
these points, though relating to various different enterprises, when 
jotted in a single graph, very closely approximated a continuous 


tion, showing when extrapolated a small intercept with the cost 

; and a constantly decreasing slope. He correctly identifies the 

of the radius vector as average cost per unit (y/x), and the slope 

. tangent to his function as marginal cost (dy/dx). And then he 

something very surprising: he writes the ratio of marginal and 
x dy 


ge cost thus: 
vy dx 

unwittingly, von Nordling thus seems to be the first man to 
printed the celebrated elasticity formula. For although Marshall 
nd it on a Palermo hotel roof in 1881,"’ he did not publish it until 
in the first edition of the Principles. As to von Nordling, he 
rely uses it to study the fluctuation of the ratio of marginal to 
ze costs over the observed range of output (where he finds it 
nsistently less than unity) and to predict that it would increase 

ity if observations for larger output rates were available. 
is brief summary of von NoOrdling’s article is far from exhausting 
t is of interest in it. But it is sufficient to show that his results 
r from negligible, that he saw and successfully solved each one of 
major problems above listed, and that in at least one important 


T 


espect he went beyond what has since been done in this field: he 


tempter 


| a comparison of cost conditions in firms belonging to the 
industry, a suggestion which seems full of promise, as I shall 
ion in my concluding section.”* 
It is now necessary to pass to a brief consideration of later ccn- 


pare this to Dean’s Leather Belt Shop study, p. 11: “The period . . . was chosen 
fulfilled the following conditions most satisfactorily: (1) The rate of output 
measurable cost determinants varied sufficiently to yield observations over a 

e.. . . (3) The plant and equipment remained unchanged during the analysis 
itting the observation of short-run adjustments uninfluenced by long-run 


Pigou, ed., Memorials of Alfred Marshall (London, 1925), p. 45. 
other attempt in this direction, though seriously imperfect in other respects, 
therto unpublished paper by Ernest M. Doblin who investigated costs in different 
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tributions. A detailed description, however, seems unnecessary, sinc» 
the relevant publications are easily available and I therefore assum, 
that they are known. 

The common basic material seems to consist of data taken from the 
accounting records either as published, or directly. In some cases, aq. 
justments were made to redistribute depreciation charges in wha 
seemed to be a more rational way. Efforts were also made to ensure 
that costs and output data related to the same unit period. Finally 
wherever possible and necessary, the cost data were corrected {or 
changes in factor prices, a practice on which I shall make some com. 
ments later. All this, however, though obviously of great consequence 
for the results, is neither very startling nor very interesting. I haye 
nothing worthy of mention to offer in these respects and had better 
refer for a thorough treatment of some of them to a recent article by 
C. Reinold Noyes.*® The two real problems in all this seem to be the 
measurement of output when production is diversified, and the elimina- 
tion of technological change, and/or of changing size of the firm when 
that sort of thing occurs. 

First, as regards measuring output (a problem absent in Ehrke- 
Schneider’s case, but present everywhere else), the tendency often is 
toward solving it by weighting the quantity ratios relating to the 
various commodities by the relative direct, or variable, costs to which 
they respectively give rise. This practice seems highly objectionable, 
though it is difficult to see what other solution could be suggested. It 
indeed amounts to determining output by costs, #.e., to introducing a 
spurious dependence where measurement of an independent relation- 
ship is really wanted. Nor could that problem easily be solved, as far 
as I can see, by any sort of correlation set-up. 

Secondly, concerning technological change, the difficulties are truly 
insurmountable. There comes into being, of course, a new cost, if not a 
new production function, whenever such change occurs, and no amount 
of assuming, or fitting of trends to residuals will really do. Yntema has 
attempted the latter, and, without now going into a detailed criticism 
of his procedure, I merely wish to announce the appearance in a 
forthcoming number of the Review of Economic Statistics of a very 
thorough appraisal of both this and other aspects of Yntema’s study 
by Caleb Smith. 

Similarly embarrassing is the problem of changes in the size of the 
firm. Yntema, as well as Ezekiel-Wylie, did not do much, if anything, 


“Certain Problems in the Empirical Study of Costs,” Am. Econ. Rev., vol. XXX] 
Sept., 1941, pp. 473-92. The same study also appeared as a “Memorandum on Costs 
Relation to Output” as an appendix to Joel Dean’s study of a leather belt shop, above 
quoted. 
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i+ 


about it. And yet it is important. For, even though technique may 
remain constant, Schneider’s “law of harmony”’”’ will apply. That law 
states that full harmony in the structure of the enterprise only exists 
‘{ an increase in fixed costs produces no more than a proportional 
‘ncrease in the rate of output possible without running into increasing 
s erage costs. Or, in other words, minimum average costs may still be 
lowered, given marginal costs, as long as full harmony is not realized. 
Graphically, if in the adjoining diagram AB/BO < EF/BD, where 


TOTAL. 


0 OUTPUT 


BD — AE, harmony has not been reached. Yntema, to the extent that 
he failed to take account of variations in the size of U. S. Steel during 
his period of observation, thus obviously runs the risk of overstating 
his marginal costs. Whether U. S. Steel during the relevant years was 
increasing or decreasing, Yntema’s results may well be of the nature 
of points G and H in the graph. 

As to Ezekiel-Wylie, they mostly have used percentage of capacity 
is the independent variable. But though satisfactory in that it seems 
to settle everything, this device is very doubtful, in the light of Ter- 

" See Ehrke, loc. cit., where Schneider (p. 290, footnote) attributes the first formulation 


iw to Ivar Jantzen. A German translation of the most relevant parts of Jantzen’s 
irticle is available in Erich Schneider, Theorie der Produktion (Vienna, 1934), 
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borgh’s excellent remarks* on the measurement of capacity even jp 
ordinary plants. His reasons apply a fortiori to U. S. Steel. Moreover 
the device does not do away with the point mentioned in the previoys 
paragraph. 

Most other authors solve this problem by carefully avoiding it, ie. 
by choosing their firms and periods such that both technological change 
and variations in size are absent, which indeed also is a solution. 
though not a very satisfying one. 

I may conclude this very sketchy review by mentioning the very high 
quality of the statistical work done by Dean. This, however, by no 
means exempts his results from the criticism which I shall later direct 
against the significance of all these studies. 

Now as regards the results, I already mentioned von Nodrdling’s, 
Yntema, Dean, and Ehrke-Schneider end up with linear total-cost func- 
tions, Ezekiel-Wylie with a function which exhibits a decreasing rate of 
increase. The latter result, I would not take too seriously. As Mosak** 
and others** have pointed out, plausibility is not one of its outstanding 
features. 

It is, finally, worth mentioning that Ehrke-Schneider are the onl 
ones to have secured observations on those extreme reaches of the 
total cost curve where average costs decidedly increase. But it took 
the maximum maximorum in relative cyclical position to make that 
possible. Their cement factory worked beyond optimum capacity during 
two months out of a period of about fifty years, at the top not only o/ 
the Juglar, but also of the Kondratieff, in 1873. 


ITI 


There is no reason, on grounds of theory, to be particularly upset by 
the conclusion which several of our authors have reached, namely 
that marginal costs, instead of being U-shaped, seem to be constant 
over the whole of the observed range which, however, admittedly stops 
short of the probable point of optimum utilization of plant. All that 
this means is that an economic system in which such a condition holds 
rather generally, will be less stable than another in which U-shaped 
marginal costs predominate. And not one of the more competent 
theorists would need more than a moment’s notice to invent and build 
into a “model” the compensating stabilizers required to approximate 
that model ever more intimately to “reality” which (as it well known 
does not show uninterrupted series of explosions but some sort of 


* George Terborgh, “The Problem of Manufacturing Capacity.” Federal Reserve Bul 
letin, July, 1940, pp. 639-46. 

J. L. Mosak, “Some Theoretical Implications of the Statistical Analysis of Dema 
Cost Functions for Steel,” Jour. Am. Stat. Assoc., vol. 36, pp. 100-109, especially 

* F.g., G. J. Stigler, Am. Econ. Rev., Suppl., vol. XXX, March, 1940, p. 402. 
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stability. From under that old top-hat we may, to use Hick’s own 
‘mage, confidently expect to be blessed with many more generations of 
lively rabbits. Economic theory, in short, cannot, quite apart from the 
Mises position, so easily be uprooted by any facts. In the particular 
-ase of constant marginal costs we are, thanks to Stigler,** in a position 
| Jook with equanimity upon any case of total-cost linearity that 
future measurements may grind out. 

This, however, does not exempt us entirely from a consideration of 
the validity of the results so far presented. In fact, there is considerable 
room for doubting precisely their linearity aspect. An impressive array 

{ arguments may be marshalled in this connection. I shall mention only 
few points. 

1. As Ruggles*® has shown, very slight deviations from linearity in 
the total-cost function would be sufficient to impinge curvature upon 

marginal cost curve. 

2. Such deviations from linearity may easily occur for a number of 
reasons. For instance, the practice of straight-line depreciation fails to 
allow for the dependence of physical wear and tear upon output, thus 

nderstating costs at high, and overstating them at low, output levels. 
\nd negligible though that may appear, it might be just enough to 
confer upon the total-cost function that small amount of inverted 


onventional U-shapes. 

Furthermore, as Smith brings out in his forthcoming paper already 
quoted, in the event of a fairly long, say one-year, unit period, if the 
utput is not spread evenly over each unit period, the use of the average 
rate of output during the period assumes a linear cost function and by 
this assumption biases the statistically determined cost function toward 
linearity, since the midpoint of a secant connecting any two points on 
1 curve whose second derivative does not change sign lies closer to a 
straight line connecting the endpoints of the curve than does the 
corresponding point of the curve itself. 

As Smith also shows, if costs are adjusted for changes in factor 
prices to any given period, this runs counter to the fundamental 
issumption of rationality in entrepreneurs’ behavior and indeed de- 
stroys what evidence there may be of it in this important respect. If, 
in other words, the combination of factors used in the given period 
to the prices of which the adjustment is made) was the most efficient 
ne possible at the prices of that period, then costs in all other periods, 
when relative factor prices were different, would be overstated. This 


'G. J. Stigler, “Production and Distribution in the Short Run,” Jour. of Pol. Econ., 
XLVII, June, 1939, pp. 305-27. 

~ R. Ruggles, “The Concept of Linear Cost-Output Regressions,” Am. Econ. Rev., vol. 
I 1941, pp. 332-35. 
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| om S-shapedness which would suffice to bend marginal costs into their 
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point of Smith’s is, I believe, quite realistic in that, in addition to 
Stigler’s type of flexibility built into a plant which would flatten oy; 
the average cost curve, possibly at the price of a higher minimum level 
there may be present another sort of flexibility by which an identic,| 
output may be obtainable with different factor combinations, choice 
between which would be guided by the relative factor prices, This 
would, after revaluation of the real cost elements at constant facto 
prices, lead to a maximum and a minimum level of costs for each level 
of output, thus making for a zone, rather than a single-valued cos 
function, in the statistical results. The width of that zone would depend 
upon (1) the “flexibility” of this special sort of which the plant wa 
capable, and (2) the amount of variation in relative factor prices tha 
occurred during the period of observations. 

3. If the total-cost function, even after allowance for the above and 
any other conceivable points, should still insist upon being linear, j; 
would not yet follow that marginal costs must be constant. For, as 
Barone”® remarks in connection with Pareto’s law of income distriby- 
tions, “it is not safe to draw, by means of analytical transformations, 
other laws from an empirical law obtained by interpolations because 
one may in so doing end up with results completely divergent from 
reality.” To his unsophisticated mind that still seemed to matter. This 
point of Barone’s has been elucidated by Haavelmo in a recent paper.” 

Arguments of the above type are plentiful and to be found in almost 
any treatment of our subject. To the extent that they apply to any 
special case they, of course, damage not only the linearity of the 
function derived but also the function itself. More particularly with 
respect to theory, this whole situation is very interesting. On the one 
hand, many reasons may be given why the statistical results, however 
carefully elaborated, may be spurious. On the other hand, however, 
there is also the tendency on the part of theorists, exemplified by 
Stigler, to build up a defense against possible future confirmation and 
consolidation of what, though itself still but shakily established, seems 
to contradict an assumption conventionally made in non-statistical 
reasoning. It is an interesting example of the inner workings of scientific 
progress. 


IV 


The discussion so far has been in terms of the reliability of the 
statistical results in relation to the functions which they claim to 


* Errico Barone, “Principi di Economia Finanziaria,’ now available as vol iil 
Opere Economiche (Bologna, 1937), p. 55. 

* Trygve Haavelmo, On the Theory and Measurement of Economic Relations (Can 
bridge, 1941, multigraphed), especially pp. 19 ff. 
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represent, and also in relation to the conventional representation of 
ich functions in non-statistical reasoning. The following remarks 
= bear upon the significance of these results in a somewhat wider 
sense. 

The final aim of both cost theory and measurement is, of course, 
and could not be anything else but a better understanding of entre- 
preneurs’ behavior. There is no room for doubting that every entre- 
preneur perfectly realizes that, as long as he can increase his receipts 
more than he increases his costs by expanding his rate of output, it 
will be in his interest to do so under any given set of conditions which 
; likely to remain unchanged for some time to come. There is, how- 
ever, considerable room for suspecting in the first place that, even 
abstracting from expected changes, entrepreneurs do not use marginal 
costs as we measure them in the application of that rationality principle. 
If that were so, it would not take long and painstaking research to 
discover marginal costs. 

In the second place, even if actual objective marginal costs were 
known to entrepreneurs (as they quite probably are not), it might not 
be good policy to work at a rate of output which would maximize 
profits in the classical short-run fashion. For, although it is quite true 
that “in the long run we are all dead,” that strictly applies to the long 
run only, and the likelihood of relief from duty through death does 
not normally enter an entrepreneurs’ business calculations. Provision 
must therefore be made for the period of time which presumably lies 
between the present and the date of death. There is, for instance, the 
question of overhead costs. We tell our imaginary enterprisers not to 
worry about overhead costs in making current business decisions. But 
real entrepreneurs know that overhead cannot all be handled by mere 
balance sheet adjustments: interest must be paid in hard cash at stated 

ites. And although to economists it may appear as perfectly obstinate 
to refuse to accept so obvious a distinction as that between costs which 
are a function of output and costs which depend only on the lapse of 
time, there is some wisdom in a policy which attempts to keep cash 
ready for the moment interest charges are due. So much wisdom, 
indeed, that even the venerable principle that no production really 
ought to take place unless at least variable costs are covered by ex- 
pected receipts might break down under the stress of its weight. 

[ should not, however, if I were asked for it, give the advice to 

indle the problem by a mathematical analysis of the conditions that 
vould maximize profits over time (pace Tintner). I would rather be 
inclined, in this particular respect as well as more generally in relation 
to the determination of cost functions, to look for another type of 
solution. I often wonder if statistical theories and techniques whose 
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admirable development cannot fail to impress anybody qua intellecty,| 
exploit have not brought about a propensity to employ refined methods 
of inference where direct and complete knowledge would be readily 
available. Why go to all the trouble of measuring cost functions fo; 
an individual firm when it would be quite feasible to obtain froy 
entrepreneurs (at any rate from those who open their books to the 
econometricians) the very best of information concerning the reasons 
for their decisions? Why not ask them directly, with all the caution 
required to avoid suggested answers, rather than try to infer in a mos 
clever, but certainly roundabout, and probably incomplete way from 
dead records what probably is going to be a result irrelevant to actual 
business men’s decisions? 

I am not overlooking that the whole distinction between objectiye 
and subjective marginal costs and rationality would vanish in the 
event that private business men were replaced by government man- 
agers. The latter, being, I presume, less urgently concerned with the 
making of profits and the avoiding of losses, may possibly find the 
necessary leisure and be possessed of sufficient detachment to study 
marginal costs as they really are. And it is quite conceivable that the 
possibility of hinging price policies upon actual objective marginal costs 
would represent one of the major trumps in favor of socialism. 


V 


In this section, I wish to say a few words as to possibilities for future 
development in this line of inquiry. 

In the study of demand, actual individual behavior is the deepest- 
lying level to which we can dig. Everything beyond is largely in the 
nature of speculation. I say largely, and not completely, remembering 
Thurstone’s valiant attempt®* to measure indifference curves by means 
of psychological experimentation. Nevertheless, it remains true that 
in that field, where the basic postulate of rationality is strictly analo- 
gous to the one which underlies supply theory, the greater part of the 
operation of this rationality takes place in regions where direct meas- 
urement is at least difficult. And being in a position to measure, s0 to 
speak, only one end of it, we are free to reconstruct the rest in 
agreement with any desired schema, e.g., our own conventional con- 
sumers’ equilibrium, without much fear of contradiction. 

The situation is mot the same in the theory of supply. Costs here 
as expenditures there, represent only one of two pillars of the short-run 
rationality principle. But the other, receipts, or revenues, is observable, 
at least in principle. And being observable, it has to be observed if we 


*1L. L. Thurstone, “The Indifference Function,” Jour. of Soc. Psych., vol. Il, 19>) 
pp. 139-67. 
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wish to avoid the absurdity of results obtained through application of 
our rationality principle to information on costs alone, a point which 
has so strikingly been shown by Leontief.” 

Now I do not mean to say that any statistical approach to total, 
average, or marginal revenue functions for the firm is advisable. On 
the contrary, the doubts above uttered as to the significance of statis- 
tical cost functions fully apply to similar analyses of receipts. In addi- 
tion, there are excellent reasons on the theoretical level which speak 
against any such venture. I am referring to the articles by Hall and 
Hitch’ and Sweezy,®” the simultaneous appearance of which again 
offers an example of ideas which are in thé air and find independent 
and similar expression. And Sweezy’s contribution in particular has 
the virtue of not being written in adaptation to, or in defense against, 
any previous findings which more or less explicitly claimed to disable 
preexisting theoretical expectations. In consequence it may safely be 
said that there are excellent reasons why the subjective, i.e., actually 
operative, demand curves should have a kink at the level of the current 
price. I should therefore again advocate some method of inquiry 
similar to that used by the Oxford economists, and be inclined to expect 
significant results. These results might be even more valuable if they 
could be expanded horizontally, following von Nordling’s suggestion, 
s0 as to cover conditions, both of cost and revenue, for firms operating 
in the same or immediately related markets. 

Finally, there are no reasons why at the cost end of the matter we 
should stop at the cost function. Two years ago, Stigler*? proposed 
another approach to cost functions, i.e., via production functions, such 
as might be established by engineers. While that still remains a useful 
suggestion, there are reasons to hope that another type of production 
function, more diversified than Douglas’s, may soon become available, 
and from these it would be possible to derive cost functions typical for 
particular industries. The literature on statistical cost functions so 
far produced has certainly, as all measurements are bound to do, 
enhanced understanding and awareness of the complexity of the subject. 
But I cannot help thinking that it also represents a case which bears 
out just that, and not much else. 

Harvard University 

*W. Leontief, “Elasticity of Demand Computed from Cost Data,” Am. Econ. Rev., 
vol. XXX, Dec., 1940, pp. 814-17. 

“R. L. Hall and C. J. Hitch, “Price Theory and Business Behaviour,” Oxford Economic 
Papers, No. 2, May, 1939, pp. 12-45. 

Med. M. Sweezy, “Demand under Conditions of Oligopoly,” Jour. of Pol. Econ., vol. 
XLVIT, Aug., 1939, pp. 568-73. 


"Am. Econ. Rev., Suppl., March, 1940, vol. XXX, pp. 402-03. 
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MODERN ECONOMICS AND THE 
INTRODUCTORY COURSE 


By RicHARD CLEMENCE and FRANCIs S. Doopy 


I 


The repercussions of events which shake the whole civilized worl 
eventually make themselves felt in the economics classroom. Students 
in larger and larger numbers, are looking to the teacher of economic: 
for an explanation of the great changes that are everywhere taking 
place. 

In quieter times students begin their study of economics without 
a great deal of enthusiasm, and the first few meetings of the class often 
succeed in putting an end to whatever small interest in the subject they 
may originally have had. In days like the present, however, the teacher 
of economics, in his annual retreat from reality, finds it increasingly 
difficult to take his students with him. He is brought face to face with 
responsibilities which become no easy matter to evade. Not that most 
teachers are particularly anxious to evade their responsibilities to their 
students, but in more peaceful days they may easily do so without being 
aware of the fact. This is no longer possible in periods of rapid and 
violent change, and the teacher of economics finds himself in a difficult 
and embarrassing position. The teacher himself, we hope to make clear, 
is not wholly to blame for his predicament. It is but one of the 
symptoms of the generally unsatisfactory state into which the course 
in introductory economics has fallen. Indications are not lacking that 
there is a growing appreciation of the inadequacy of much of our teach- 
ing, and the time may well have been reached for a clear formulation 
of the issues. 

The teacher of economics has accepted a position carrying with it 
great responsibilities, for he claims to possess both an understanding 
of the course of events beyond that of ordinary men, and the ability t 
impart this knowledge to others. The results of current teaching in 
most courses in general economics, however, make it difficult to believe 
that most teachers are living up to their claims. Economists, of course, 
do not pretend to be able to explain everything important that is 
happening in the world of reality. Yet, nearly every competent teacher 
of economics knows vastly more of vital interest to his students than 
he ever tells them. Our students need all the help we can give them 
toward an understanding of the forces shaping the future of America 
and of the world, but we seem obstinately determined to talk about 
anything and everything else. 
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Although dissatisfaction with the teaching of general economics is 
widespread, attempts to improve the situation have not been notably 
-yecessful. The fundamental nature of our difficulties has not been 
venerally appreciated, and attention has been too largely focused upon 
obvious, but superficial, defects. For our efforts at reform to be effective 
‘t is necessary to recognize the character of our troubles, and to deter- 
nine the causes of them, before we undertake a course of action. No 
ttempt will be made here to review the numerous shortcomings which 
have been widely discussed elsewhere, and of which most of us are 
sufficiently aware. Instead, we shall deal with the broader aspects of 
contemporary courses, and try to discover the more basic inadequacies, 
and the reasons why they continue to exist. 

Courses in general economics utilize materials which may be crudely 
classified into two divisions: theory and descriptive matter. Most of the 
theory taught in introductory courses is the sort usually called static 
theory. This kind of theory is ordinarily applied to beginning students 
far beyond the point of diminishing returns. The study of the deter- 
jination of value and price in perfect commodity and factor markets 
while dynamic forces are locked up in ceteris paribus can be significant 
to students only if it is frequently emphasized that these forces have 
been impounded, and only if they are eventually released. If theory is 
to make a major contribution to the students’ understanding of reality, 
the dynamic forces ought to be freed at the earliest possible moment. 
This, however, is not usually done. The discussion of value theory goes 
on in a vacuum, and complications are often introduced which produce 
a spurious and very confusing illusion of reality. Monopolistic competi- 
tion, for example, is much more like reality than the purely competitive 


not intended to be. Nevertheless, the refinements of monopolistic com- 
petition are often pursued in the classroom until a definite impression 
has been created that static analysis is much more powerful than it is 
In tact. 

The inadequacy of the customary treatment of theory appears most 
clearly in those courses which devote some time to what are known as 
“economic problems.” A glance at nearly any textbook of economic 
problems is sufficient to show that such books contain not merely state- 
ments of problems, but also what purport to be solutions of them. 
Here is implicit recognition of the fact that students cannot actually 
analyze economic problems, even after the issues have been defined and 
oversimplified for them. It is not to be wondered at that this should be 
true. They have learned methods of analysis that apply almost ex- 
clusively to stationary states, whereas the problems are those of a 
dynamic world. It might be supposed that an attempt to apply theory 


nalysis, but it is not a complete explanation of the real world and is 
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to reality would make clear to students the extent to which static 
theory can explain actual situations and the extent to which it canng. 
This is rarely true, however, for most discussions of problems make 
little or no attempt to apply the theories previously taught. Indeed 
the problems very often degenerate into long and detailed discourse 
on the history, present condition, and future prospects of as many 
different entities as classification can produce. , 

The use of problems is, in any case, open to serious objection. Ty 
reduce the difficulties of the real world to a number of separate issue 
is to make it almost impossible to impress upon students the concept of 
an evolving system of interrelated and interacting elements. Anyone 
who is taught to think of the difficulties of the world as consisting oj 
a number of clear-cut problems to each of which he has a proper solu- 
tion is being poorly prepared to live in a real world so vastly different, 

The attempt sometimes made to mix theory and problems together, 
instead of dealing with the two separately, is liable to no more ten- 
perate criticism. The root of the difficulty is the inadequacy of the 
static method for the analysis of dynamic problems, however intro- 
duced, and both the virtues and the limitations of the static method 
are hopelessly obscured by the combinations of economic principle, 
native cunning, and shrewd observation employed in reaching the 
standard solutions. 

Static theory possesses squatter’s rights in the introductory course 
which have been little disturbed by recent advances in the field oi 
business cycle analysis. Even this tentative approach to reality is 
customarily postponed until the dying moments of the course, and it is 
then dismissed without any suggestion that it constitutes the principal 
body of theory applicable to most practical] situations. The explanation 
for this peculiar condition is somewhat obscure. Certainly few of us 
feel that we have nothing to say to our students about cyclical fluctua- 
tions. Nor is it true that students cannot understand business cycles 
until they have explored all the ramifications of static theory. Indeed, 
prosperity and depression mean more to students at the beginning of 
their study of economics than do the topics ordinarily first discussed. 

Strangely enough, the excuse usually offered for our failure to in- 
corporate business cycle theory into the introductory course is that 
there are still too many differences of opinion concerning it among 
economists themselves. The weakness of this argument is evident when 
we consider the far-reaching changes which have recently been made 
in equilibrium theory, and the acrimonious discussions which have 
taken place concerning them. Yet it has not been seriously proposed 
that we stop teaching value theory in the classroom until everyone 
is as well satisfied with it as was John Stuart Mill. 

While we are occupied in perfecting our defenses against the en- 
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croachment of business cycle theory upon the static analysis in our 
elementary courses, the battle against realism is in danger of being 
lost through the activities of enemy agents behind our lines. Nothing 
in recent years has aroused more controversy among economists than 
the publication of Mr. Keynes’s General Theory and the literature 
associated with it. Since the principal work of the Keynesian group 
has been the analysis of a long-run equilibrium accompanied by less 
than full employment of the factors of production, their treatment has 
impinged upon our traditional teaching at one of its most vulnerable 
points. This is not the place to consider the accomplishments of the 
Kevnesians in detail; opinion is still divided concerning the significance 
of their work. Our interest is in the contributions which the use of the 
Keynesian methods and materials may make to the teaching of elemen- 
tary economics. 

From this standpoint the use of the Keynesian analysis provides a 
means of supplementing the traditional static theory with the study of a 
model closer, in some respects, to reality. The concepts developed in this 
analysis may also be applied to short-run phenomena, and some teachers 
are doing this with a good deal of success. It seems likely that the 
teacher of general economics who himself likes to think in Keynesian 
terms will find their use in the classroom effective. Others may be more 
impressed by the ease with which false issues, such as the equality or 
inequality of savings and investment, may be pursued, and the facility 
with which students may be led to an uncritical acceptance of economic 
panaceas. Those teachers who have doubts concerning the use of the 
Keynesian system in the introductory course may eventually find them- 
selves forced to accept much of it unless they are able to propose a 
more satisfactory alternative. 

There is little novelty in the charge that much of the theory taught in 
elementary courses is sterile. It is not so generally recognized that a 
great part of the descriptive material ordinarily presented is liable to 
the same indictment. Obviously some discussion of current economic in- 
stitutions is essential in any course in general economics. If a serious 
effort is to. be made to teach useful methods of economic analysis, de- 
scription must supplement the theories to give them their proper sig- 


temporary scene is undertaken with little or no attempt at theoretical 
analysis. Many courses in general economics have become so cluttered 
with descriptions of petty business practices, production policies of 
individual firms, personnel management, marketing techniques, and 
the like, as to give the impression that an attempt is being made to 
divert attention from fundamental inadequacies by talking loudly about 
things which are hardly economics at all. 

Even when description is confined to economic entities, students are 


| 
ince. All too often, however, an exhaustive account of the con- 
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frequently asked to learn much more than their teacher himself ¢a) 
remember from one year to the next. Large masses of facts and figures 
tend to be taught without any clear conception of their relevance an¢ 
probable permanence. They are, of course, descriptive of reality by. 
as commonly used, they contribute very little to the students’ under. 
standing of it. It does not constitute an improvement in the course tp 
make the wrong assignments longer and more difficult. Increasing em. 
phasis on the particular and the trivial can only further obscure the 
general and the significant. 

Descriptive matter, of course, is not confined to contemporary insti. 
tutions, but includes historical material as well. It must be said tha 
the treatment of history in the introductory course is more often than 
not a complete failure. A principal difficulty is that the discussion oj 
history is seldom focused upon anything at all, to say nothing of the 
central problems of economics. The aim often seems to be to render t; 
the student a factual account of such phenomena as the development of 
banking from the goldsmiths to the latest change in reserve require. 
ments. Even when the origins and development of capitalism are ex- 
plored, students very often fail to acquire the evolutionary point of 
view. This objective the study of history in the course in general eco- 
nomics ought always to achieve. One cannot expect that students will 
long remember the facts and dates they are taught, but they should 
always be left with a general conception of dynamic change and a 
feeling for the historical process in which their own present world is but 
a stage. Very often, however, the study of history leads rather to the 
belief that the process of history has culminated in the American capi- 
talist system under which we may expect to live the remainder of our 
lives. 

Another weakness of the ordinary treatment of history is that it 
fails to bring out the essential relation between theory and historical 
fact. Students are not shown how theory suggests ways in which t 
classify the facts of history, or how the apparently random facts of 
existence are brought into order through the use of explanatory models 
It is not our view that history should be deleted from the course in 
general economics. Rather, we should seek to develop a method of inte- 
grating history and theory in order that the returns from both may be 
maximized. If historical material is to contribute, as it should, to th 
students’ understanding of a world in motion, the forces making for 
economic change must not be allowed to lie unperceived under a blanket 
of meaningless generalities. 

Another type of descriptive material commonly introduced into the 
elementary course has to do with current events and issues. Many 
courses end, for example, with a discussion of the New Deal, giving par- 


Da 
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elf can ‘cular attention to the N. R. A., the A. A. A., and the abrogation of 
figures the gold clause. Apparently an annual revision of the subject-matter 
ce and include the latest bits of economic trivia is conceived by some as a 
Ly but method of making a static course dynamic. A daily reconstruction of 
under. the course to incorporate such changes as may have taken place during 
ae t the night would seem to be the ultimate ideal. The treatment of current 
ng em- issues in the classroom is fruitful only if the students have sufficient 
Te the background to see the issues in their proper perspective, and enough 

facility in economic analysis to formulate intelligent judgments for 
inst themselves. The fact that teachers often hesitate to raise controversial 
d th: questions in class for fear they will bias their students is evidence 
1 than enough thet their students have not been properly trained. The reasons 


why students are not better prepared to deal with such matters have 


of the already been discussed. The situation is serious, for it is one of the 
der t functions of a course in economics to enable students to distinguish 
ent | reason from prejudice. If we are not teaching them to do this in the 
quire cloistered atmosphere of the classroom, they are being poorly prepared 
ee to live in a world inhabited by increasingly clever pressure groups. 
nt Perhaps the most conclusive evidence of our shortcomings is a 
| ec simple truth of which nearly every teacher of economics is painfully 
S wil aware. Intensely interested though he is himself in a subject inherently 
houl interesting, the economist has difficulty in arousing and holding the 
nd interest of his students from beginning to end of the course. He is forced 
s bu to resort to all sorts of cunning devices in order to preserve the illusion 
0 the that something is actually going forward in the classroom, and to keep 
Ca his students from falling asleep. If some of us succeed in deceiving the 
r ( unsophisticated, and leading them to believe that trivial things are 
important, it is small cause for congratulation. The plain fact is that 
at we are not teaching our students what they want to know, and what 
nc they have a right to expect us to teach them. 
ht It is somewhat easier to point out the nature of our difficulties than 
S it is to discover the causes of them. The question would be less per- 
de plexing if economists were generally less competent, and if we could 
1 simply admit that they have nothing significant to say. But the study 
nte- of economics has made considerable progress during the last half- 
y century, and economists have reason to claim that they understand 
t the world about them better than their predecessors of fifty years ago. 
* The same claim, however, can hardly be made for many of their stu- 
Kt dents. In spite of the progress our study has made, the teaching of 
. general economics remains fundamentally what it was in Marshall’s 
unt time. 
any One reason for this is that some of us are afraid our students can- 
ar 


not understand the things we know. It takes long years of study to 


ion 
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make a competent economist, and a beginning can hardly be made in , 
single year. It should be clear enough that a course in general economic; 
will never make an economist out of anyone, and that a great many 
things economists find it helpful to know are of no use whatever { 
their students. But students do not have to learn all the useless things 
before they can comprehend the significant ones. If we insist upon oy; 
students starting over again where we began, we are imposing upon 
them a handicap which is totally unnecessary. It is the function of the 
teacher to teach his students that part of what he now knows that wil] 
be most valuable to them. There is no reason to think that they will be 
any less apt to learn the things they want to know than they are to lear 
those we are now trying to teach them. 

A major cause of our difficulties is that a good deal of uncertainty 
exists concerning the proper aim of a course in general economics. Some 
would hold that we ought to teach our students how to make money. 
Another group takes the position that we should teach them how to 
spend it. There are also those who insist that our principal objective 
should be to teach our students a technique of thinking. With this 
technique they can perform what is called economic analysis, and solve 
economic problems. Opinion is again somewhat divided, however, as 
to whether the major aim should be to teach students to solve the prob. 
lems encountered in advanced courses in economics, or the problems 
of the real world. Finally, a considerable number hold that the para- 
mount consideration must be to teach our students about our economic 
institutions. If we can succeed in getting enough factual knowledge into 
their heads, it will never again be necessary for them to consult an 
encyclopedia. 

The absence of a single definite objective has the unfortunate re- 
sult that, in practice, we are often trying to do too many things at once. 
We attempt to prepare students for advanced study in the field of eco- 
nomics, for successful careers in the world of business, and for life as 
intelligent American citizens, all in one brief course. Obviously, so much 
simply cannot be done; the attempt can result only in failure. We would 
better concentrate all our time and energies on the achievement of some 
one of these ends instead of leaping into the saddle, like Leacock’s 
horseman, and riding off in all directions. 

But even when some single objective is precisely formulated the dead 
weight of tradition usually prevents its realization. Unless we can free 
ourselves from this burden at the outset, our attempts to modernize the 
teaching of general economics simply break down the integration of our 
subject-matter without disturbing the traditional outlook. 
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II 


‘s our conviction that reform in the field of economics teaching 
must begin with a restatement of the whole problem. The course in 
seneral economics requires a complete reorientation which cannot be 
achieved so long as we are dominated by an archaic point of view. 
The general problem, briefly stated, is to determine the most effective 
methed of teaching general economics to beginning students. Since a 
course in economics is only a part of the larger education of each stu- 
dent, it is unlikely that any single solution could be entirely satisfactory 
to everyone. Some students, for example, regard the introductory course 
as a preparation for more advanced studies in the field of economics. It 
may be that the tools and methods of economic analysis should receive 
more emphasis in a course designed for them than would be profitable 
for the rest. Whenever special courses can be offered to fit such special 
needs, or tutorial instruction can be used to supplement the work of the 
classroom, it is obviously desirable that these things be done. Unfortu- 
nately, however, they are seldom practically possible. 

We are concerned throughout the present discussion with those stu- 
dents, forming the majority in most American colleges and universities, 
who take only one course in economics, and who must be taught in one 
year as much about the subject as they will ever learn in the classroom. 
It seems to be generally agreed that the provision of a satisfactory 
course for these students is one of our most pressing problems. Yet, 
it is not unfair to say, special attention is too often paid to the needs 
)f some particular minority, while the majority are left to pick up such 
crumbs as may fall to them from the high table. 

Our aim, then, is to determine how best to teach economics to stu- 
dents who will never study the subject systematically again. In only a 
few hours, constituting at the most a fourth of the students’ time during 
a single academic year, they must be taught that part of what we know 
about economics that will be most valuable to them during the remain- 
der of their lives. Necessarily, the choice of subject-matter will involve 
the rigorous exclusion of everything not of vital importance. The 
criteria of importance must be both relevance and permanence. Students 
are wasting their time if anything other than economics is permitted to 
occupy any considerable portion of the course, or if they are required 
to memorize data having only transitory significance. 

There is no general consensus even among economists themselves 
concerning what is economics and what is not. Our science is still grow- 
ing, and there is naturally some difference of opinion regarding its 
bounds. Indeed, it is open to question whether economics is properly 
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a science at all. We propose here to make use of a definition of our syp. 
ject which departs somewhat from tradition. We define economics a; 
the study of the structure and operation of economic systems. 

Before we make use of this formulation as a basis for the choice oj 
subject-matter in the introductory course, we shall say something cop. 
cerning its advantages. It represents an attempt to give concreteness ty 
the definition of economics, in order that it may be more meaningful ty 
beginning students than those in common use. Experience in the class. 
room has shown that it does possess certain valuable attributes ag , 
teaching device. In the first place, the definition may be introduced 
early in the course with some confidence that it will make a positive 
contribution to the students’ understanding of the character of the sub- 
ject they are going to study. Furthermore, the definition distinguishes 
between institutional and theoretical materials, and it leads to a ready 
appreciation of the relation of the more specialized divisions of the sub. 
ject to the whole. Finally, the inclusion of an undefined term is pur. 
poseful; it focuses attention on the question of the nature of an eco- 
nomic system. 

An economic system is defined as any set of arrangements by means 
of which a group of people attempt to satisfy their wants for scarce 
goods and services. This definition makes it easy to impress upon the 
student the complexity of the relationships between economic and social 
and political elements in the real world, and the necessity for abstrac- 
tion involved in the very concept of an economic system. It is also 
possible to emphasize the fact that any economic system has definite 
boundaries only in our minds and never in reality, so that economic 
analysis alone cannot explain real phenomena without qualification. 
These highly important considerations are, of course, an old story to 
every economist, but it is very difficult to impress them upon beginning 
students. Definitions may often be developed for teaching purposes 
which, though imperfect from some points of view, are peculiarly useful 
in the educational process. 

We return now to the choice of subject-matter. Any material is of 
some relevance if it contributes to an understanding of the structure 
and operation of economic systems. But to make the greatest contri- 
bution in the limited time available, it will be necessary to devote our 
principal attention to the American economy, and to study only the 
most important elements in its structure and operation. Further than 
this, the elements we select must be most important, not only at the 
present moment, but also in accounting for the changes in American 
capitalism which modify its structure and operation over time. 

It has always been difficult enough to achieve any considerable in- 
tegration of the subject-matter in the elementary course. If we deliber- 
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ately set for ourselves a task more ambitious than that traditionally 
undertaken, we run the risk of losing even such small continuity as still 

mains. It becomes more than ever essential to seek some unifying 
ssincigle which can be made the focus of attention throughout the 
entire course; a core around which the study of economics can be built. 
\Vhat is most important, it must be, not a static element, but a dynamic 
one: an element, if possible, in relation to which the whole process of 
economic evolution can be significantly explained. 

The one concept which best meets these requirements is, we believe, 
the national income. The entire course may be regarded as an attempt 
t the solution of a single economic problem. That problem is to explain 
the forces which determine the size and composition of the national 
income, its fluctuations over time, and its distribution in both space 
and time. To some extent this involves a return to the older view of 
economics as “political economy”; indeed, we are inquiring into the 
nature and causes of the wealth of nations. But we are no longer dealing 
with the economics of stationary states, and the analysis is more than an 
aggregative one. We are not proposing that the elementary course sim- 
ply be made into a course in business cycles. Though business cycles 
necessarily occupy a more important place in our analysis than in the 
traditional one, they are far from being the sole topic of discussion. 

We proceed now to a description of the course we are proposing. Our 
discussion is intended to be suggestive of what may be done, but the 
details are not of paramount importance and we would not insist that 
those we admit here are necessarily the best. It is evident that adequate 
support of our proposal would require the preparation of a textbook 
embodying the ideas we are putting forward here. We therefore wish 
to emphasize the fact that most of the necessary materials are already 
available, and that the principal objective is the development of a new 
point of view. 

The national income is viewed as the resultant of the operation of 
the economic system over time, and reflects the changing structure of 
the system as it is modified by its own operation as well as by factors 
not purely economic. The explanation of the course of the national 
income and its distribution is made the object of economic analysis, 
and this explanation involves the study of the structure and operation 

f the American economic system. 

We believe that statistical materials concerned with the national in- 
come of the United States since the early period may well be presented 
ai the beginning of the course. The most effective method of introducing 
Sut h materials is to provide the students with the necessary data and 
nave them draw the simple graphs, using semi-logarithmic scales when- 
ever rates of change are significant, The data first used are total 


344 THE AMERICAN ECONOMIC REVIEW [ yun 


monetary and real national income, total population statistics, ang 
per capita income figures. With graphs of these data before the class js 
is remarkable how many significant questions are immediately raised 
by the students themselves. The study of economics has begun with 
facts from the real world, and these facts clearly require explanation, 
That student is dull indeed whose interest is not at once aroused. 

At this early stage it is desirable to treat the data in general term; 
calling attention to significant trends—explaining what is going to be 
attempted in the course, and how it is going to be done. Students no} 
uncommonly pass a course in economics of the traditional sort without 
once having any clear conception of the relation of the parts to the 
whole or, in general, what all the commotion has been about. The difi- 
culty with most discussions of these important matters is that they take 
place in a vacuum, and the students can do little more than try to 
memorize a number of abstract statements. 

We suggest that the next step in the treatment be in terms of the 
concept of equilibrium, and that the student be given a clear compre. 
hension of the limitations of the analysis, as well as an appreciation oj 
its value for the understanding of many actual situations. There is con. 
siderable difference of opinion concerning the extent to which tradi- 
tional theory contributes to an understanding of reality. It is our view 
that it does not accomplish nearly so much in the usual course as it can 
be made to do. To place the theory in its proper setting the question may 
be raised: Under what conditions would the national income remain 
constant over time, in composition, in size, and in distribution? The 
careful analysis of this problem serves to indicate the nature of equi- 
librium tendencies in the real world, and the conditions under which 
they may be expected to exert most influence. At the same time the 
basis is laid for the later treatment of the reasons why, in fact, a condi- 
tion of equilibrium is never achieved by the whole system. 

The discussion of equilibrium tendencies in the economy begins with 
a brief description of the principal institutions forming the structure 
of a capitalist system, with emphasis upon the free market. The relation 
of households and firms to the market is shown, and the forces which 
tend to bring them into equilibrium are analyzed for the customary time 
periods. The forms of business organization may be discussed here with 
particular reference to the meaning of a firm. The aim is to indicate 
the general character of the structure of the economy at the same time 
that its operation under given conditions is studied. It may be desirable 
to limit the scope of the discussion at this stage to the institutiors of 
pure capitalism, and postpone the question of institutional change until 
the discussion of dynamic forces is undertaken. 

The static analysis is developed for group equilibrium and for equi- 
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librium of the whole system. Value and distribution should be regarded 
as a single problem here, with no separate treatment of the different 
distributive shares. Emphasis upon the conditions necessary to the 
achievement of full system equilibrium forms the basis for the identifi- 
cation of frictions, which make ideal equilibrium impossible to reach, 
and of dynamic forces, which may set up cumulative movements away 
from such approximations to equilibrium as actually exist. 

Only enough time should be spent on the static analysis to solve the 
problem with which it was introduced, and the discussion should move 
on at once to the treatment of dynamic change. This will involve the 
study, not only of business cycles in the ordinary sense, but of longer 
movements as well. We have found that a very effective method of 
treating these phenomena is in terms of the real and monetary national 
incomes and the interactions between them. With the introduction of 
movement into the system, the question of changes in the price level 
becomes significant, and this should be regarded as merely a part of 
the larger problem. Instead of introducing some one or several of the 
usual price-level formulae, we define the price level simply as the ratio 
of the monetary to the real national income. Price-level data now form 
the connecting link between these magnitudes, and the long-period 
rises and falls in the price level are related to the movements in output 
and the monetary circulation. This treatment has a number of ad- 
vantages in teaching introductory economics. The analysis is simple 
enough to be readily understood, and at the same time it does not pre- 
vent the introduction of any complications that may be thought desir- 
ible. It also makes it impossible to divorce monetary theory from the 
real phenomena with which money is associated, and issues such as 
price-level stabilization are seen to involve the whole functioning of a 

ipitalist economy. 

Fluctuations in the monetary national income are explained in terms 
of investment and consumption, with data supplementing the theoretical 
treatment, and the function of credit in a capitalist system is developed. 
This leads to a study of credit institutions, the banking system, and 
central banking policies and controls. At no time are such institutions 
liscussed as important in themselves, but an understanding of them is 
always seen as relevant to the principal problem. 

The réle of profits in a private enterprise economy is stressed and 
related to the incentives to invest. Here the relation of profits to fac- 
tor prices may be shown, and the different distributive shares sepa- 
rately analyzed. The treatment makes full use of the shifting demand 
and cost curves developed in the short-run static analysis. and at the 
same time data are used to show the functional and personal distribu- 
on of income, 
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It is now desirable to deal with certain aspects of the institutiong) 
structure, such as trade unionism and collective bargaining, public 
finance, and international trade, in order to support the theoretica| 
treatment and place it in its proper setting. These topics are often 
treated as a series of special problems, but their real relevance is deyel- 
oped by relating all of them to the national income. Fluctuations jy 
trade union membership, for example, are seen to be associated with 
business activity and levels of employment. Public finance is seen tp 
reflect the changing réle of government with the evolution of capitalism, 
and international trade is related to levels of economic activity within 
the trading countries. 

The discussion of international trade leads naturally to some com- 
parison of the American economy to others. This may be done by pre. 
senting comparative data for the different aspects of their national 
incomes, and an examination of the resources of various economies may 
be undertaken. The resources of the United States cannot be made sig- 
nificant without reference to their relative importance in the world pic. 
ture, and some indication of their influence upon the relative magnitude 
of our national income, as well as upon its composition. 

The study of fluctuations in the levels of output, employment, and 
income could be profitably pursued during the remainder of the 
course. It is important, however, to make such use of the explanations 
developed as will contribute most to the students’ understanding of 
reality. We believe this can best be done by applying what has been 
taught to a study of the historical process, and attempting to achieve 
a synthesis of economic theory and history. 

The economic history of the United States consists essentially of a 
commentary upon the trends in the data already introduced into the 
course. History is therefore taught, not as an end in itself, but as 
necessary to the solution of the problem defined at the outset as the 
object of economic study. History should not be permitted to encroach 
upon the principal analysis, but should be subordinated to it, and only 
those historical facts introduced which have most significance for the 
explanation of the changing trends observed in the data. The dates to 
be emphasized are those associated with major changes in the behavior 
of the time series, and attention should be focused upon these series 
throughout the discussion. The changing character of the American 
economy should be related to the longer trends in the data, and the 
broad stages of capitalist development identified. 

The concluding note of the course may well be a discussion of the 
relation of an economic system to the whole of society, and of the rela- 
tion between capitalism and democracy. Capitalism will then be recog- 
nized as involving, not merely an economic organization, but a way 
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_and the various stages in the evolution of capitalism will be seen 
shases in the development of our whole civilization. The teacher 
ys make use of everything that has been taught by leading his 
tudents to think about the future of the United States and of the 

—_ and about the important forces that are tending to shape that 
He should face his responsibilities with courage, and demon- 
aaa rate th at the study of economics can contribute to an understanding 


of life in a changing world. 
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Silvio Gesell’s Monetary Theory of Social Reform 


In spite of the attention which has been given to the writings of Sjlyj 
Gesell,1 the stamped money reformer, the unifying basis of his work has | 
think, been neither clearly stated nor satisfactorily elaborated. The relatio, 
between the theoretical and practical aspects of his analysis has been either 
ignored, misunderstood or distorted. 

Gesell’s objective as a social reformer was to attack rentier capitalism anj 
to substitute in its place an interest-free society. To fortify his reform pos. 
tion Gesell developed a system of economic theory in which he tried to demon. 
strate that the nonutilization of resources and the presence of nonfunctiona| 
income are the inevitable accompaniments of prevailing financial institutions 
The most important single phase of his theory as a whole is his theory oj 
interest. In its critical aspect this theory represents an attempt to show that, 
in a system of conventional money, interest income is a payment to prevent 
the hoarding of money. In its positive aspect the theory is an attempt to 
show that the introduction of stamped money would eliminate “basic interest 
and thus pave the way to an interest-free economy. The purpose of this note 
is to show that Gesell’s theory in general and his theory of basic interest in 
particular represent an argument for his stamped money proposal. This may 
best be shown by indicating that the practical insight which led Gesell 1 
propose a tax on money was chronologically as well as logically prior to his 
theoretical system. 

That the practical aspect of Gesell’s thought was chronologically prior is 
not difficult to demonstrate. In 1886, at the age of twenty-four, Gesell mi- 
grated from Europe to the Argentine to engage in foreign trade and small- 
scale manufacturing. There he witnessed one of the most speculative episodes 
in the history of modern capitalist development. The great boom from 1885 
to 1890 preceded a long and severe depression which lasted for the duration 
of Gesell’s stay in the South American republic. The frustration of industrial 
activity produced a strong current of resentment against the speculating 
financiers, brokers, stock jobbers and mortgagees. As one whose interests 
were directly affected, and as one whose indignation was aroused by this 
financial debauchery, Gesell participated actively in the opposition to the 
group interests which appeared to be responsible for the chaotic state of 


‘Cf. J. M. Keynes, General Theory of Employment, Interest and Money (New York 
Harcourt Brace, 1936), pp. 32, 353-58, 379; Irving Fisher, Stamp Scrip (New York: 
Adelphi, 1933), pp. 60-68, and Stable Money (New York: Adelphi, 1934), esp. pp. 141-+4 
Margaret Myers, Monetary Theories of Social Reform (New York: Columbia Univ. Pres 
1940), chap. II; H. T. N. Gaitskill “Four Monetary Heretics,” in What Everybody Wani 
to Know About Money (New York: Knopf, 1933), G. D. H. Cole, editor, chap. VIII 
Arthur O. Dahlberg, When Capital Goes on Strike (New York: Harper, 1938); Franz 
Haber, Untersuchungen iiber Irrtuemer Moderner Geldverbesserer (Jena: Fischer, 1920 
Hans Langeliitke, Tauschbank und Schwundgeld als Wege zur Zinslosen Wirtschaft (Jena 
Fischer, 1925). 
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airs His first publication, Die Reformation im Muenzwesen als Bruecke 
-um Sozialen Staat, contained the kernel of his ideas on monetary policy. 
n 1891 and 1898, Gesell published five other works on monetary 
nolicy.s but nothing specifically on monetary or general economic theory. 
Th <e were the formative vears of his career. 


Betwee 


of Silyi When Gesell returned to Europe in 1900 to reside in Switzerland and 
k has, | Germany, his practical reform proposals had already been worked out and 
relation ublished in all their essentials. The formulation of his theory came later. In 


1911 he | published Die neue Lehre vom Geld und Zins, which formed the 
theoretical 2 yasis for his system of social reform.* 
A more detailed discussion is needed to indicate the logical, as distinguished 


either 


lism and 


rM posi- ‘rom the chronological, relation of Gesell’s program to his economic theory: 
 demon- frst, because it has been the source of more misinterpretation of his position, 
nctional and second, because of the somewhat more complicated nature of the prob- 
itutions, m. Sanat for exampie, has reversed the relation between Gesell’s theory 
eory of program. In discussing Gesell’s theory of interest, Keynes says Gesell 
yw that, urried his theory far enough to lead him . . . to the famous prescription of 
prevent smped’ money.”*® Keynes conveys the impression that Gesell arrived at his 
empt to ractical suggestion in spite of a “great defect” in his theory, whereas it would 
nterest e more accurate to say that Gesell’s theory is not, in some important respects, 
his note an adequate explanation of his practical suggestion. His theory is a refine- 
erest in ment of his insight that money should be forced to circulate by means of a 
his maj periodic tax which would offset the preference of wealth owners for “hoard- 
esell 1 ing” money rather than spending it for some form of consumable or produc- 
r to his tive wealth. 

Gesell’s contention that interest is a payment to prevent the “hoarding” of 
prior is money classes his interest theory with the “exploitation” doctrines of other 
sell mi- socialists. He regards the share of total social income represented by interest 

small- as a deduction from the income created by laborers, including industrial capi- 
pisodes sts. His theory of interest is not, however, the same as the exploitation 
n 1885 theory of Marx. Gesell’s position is both anti-classical and anti-Marxian. Al- 
uration though he avowed himself a socialist and professed to be attacking capitalism 
lustria as a whole, his anti-capitalistic position must be interpreted in terms of his 
ulating lefinition of capitalism as “the interest exploiting system.”® In this particular 
\terests 
"y this nos Aires, 1891. 
to the vus Rerum, Fortsetzung zur Reformation im Muenzwesen (Buenos Aires, 1891) ; 
ate Verstaatlichung des Geldes (Buenos Aires, 1892); El Sistema Monetario Argentino, 
Ventajas y su Perfectionamento (Buenos Aires, 1893); Die Anpassung des Geldes an 
y York i¢ Bediirfnisse des modernen Verkehrs (Buenos Aires, 1897); and La Cuestion Monetaria 
York irgentina (Buenos Aires, 1897). 
141 This is incorporated in Die Natuerliche Wirtschaftsordnung, which has been translated 
r. Pres Pye into English from the sixth German edition as The Natural Economic Order 
Wan 1 Antonio: Free Economy Publishing Co., 1936), in two parts, “Money Part,” and 
: a nd Part.” References cited below are to the “Money Part.” 


General Theory, pp. 356-57. 
Leseil’s more technical definition of capitalism is, “An economic condition in which 
nd for loan-money and real capital exceeds the supply and therefore gives rise 
Natural Economic Order, p. 110. 
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connection Gesell’s position is similar to that of Gottfried Feder, who in 19): 
was appointed by Hitler as the final judge of all doctrinal questions of t), 
National Socialist Party. In Hitler’s famous list of twenty-five points, one oj 
the two points in bold-faced print calls for the “Brechung der Zinsknecly. 
schaft,” i.e., for the abolition of “interest slavery.”’ Although this anti-finano 
capital outlook is significant, care must be taken not to identify the liberg) 
humanitarian premises of Gesell’s program with the fundamentally differen; 
totalitarian premises of the Nazi party. 

In order to explain how unemployment, crises and unearned income coy); 
be remedied, Gesell employs a threefold classification of interest rates: th 
basic rate (a theoretical rate), the rate of return to real capital (an estimate 
rate), and the loan rate (a contractual rate). Basic interest is described as , 
purely monetary phenomenon which has nothing to do with time-preferencg 
waiting, or the so-called “productivity” of capital. It does not represent any. 
thing which exists in the real world, or at least there are no direct outwari 
manifestations of its existence. Gesell says, for example, “Basic interest has 
up to the present escaped observation because it was concealed behind jis 
offspring, ordinary interest upon loan-money. . . . Basic interest is a unique 
phenomenon which must be considered by itself; it is a fundamental economic 
conception.’”* Attempts to apply the test of correspondence between the con- 
cept “basic interest” and the object signified by it are certain to yield nega. 
tive results because there is no signification of object. The concept has mear- 
ing, but there is no question of its (immediate) truth or falsity. There can be 
no appeal to facts on this level of analysis. 

Gesell attempts to clarify “basic interest” by contrasting it with the “rate 
of return on real capital,” i.e., with the hire price paid to the owners of assets 
other than money. In comparing this rate with the basic rate, he hastens to 
add: “We ought to cease designating two such fundamentally different thing 
by the same word, interest.’’® This is the reference of Keynes’s statement that 
Gesell distinguishes clearly between the rate of interest and the marginal 
efficiency of capital.*° 

This same distinction between basic interest and interest on real capital is 
also used to contrast the declining rate of return on real capital assets with 
the constant rate of return on money. In this way Gesell points out that it is 
the money rate of interest which checks accumulation and impedes production 
The accumulation of capital assets in no way reduces the independently de- 
termined money rate of interest. On the other hand, the accumulation oi 
capital assets does lower the rate of return on real capital. When the latter 
falls below the basic (money) rate, accumulation ceases because it is now 
more profitable to hold money than to invest. This forces those who need 
money as a medium of exchange to pay the (now) higher basic rate. This basi 
rate, according to Gesell, corresponds to the “difference of efficiency between 


‘ Gottfried Feder, Hitler’s Official Programme (London: Allen and Unwin, 1934), p. 40 

* Natural Economic Order, pp. 265-66. Gesell’s concept “basic interest” is similar t 
Keynes’s “own-rate” of interest on money. Cf. General Theory, chap. 17. 

* Natural Economic Order, p. 263. 


® General Theory, p. 355. 
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and the substitutes for money (bills of exchange, barter and primitive 
nroduction) as media of exchange.’”’ If it were not that money has a rate of 
Its, one ; interest of its own (basic rate), accumulation would continue without inter- 
insknechy. ruption and the rate of return on real capital would fall and soon become 


10 in 1973 
MS Of the 


money 


Iti-financs 
he liberal 
differen; 


Gesell did not contend that the introduction of stamped money would cause 
‘nterest on loans to disappear immediately.** His explanation of this is facili- 
tated by the distinction between loan interest and basic interest. Loan interest 
me could s used in the ordinary sense, referring to the amount of money paid by bor- 
‘ates: the rowers to the lenders of liquid funds, According to Gesell, the loan rate must 
lways equal the rate of return on real capital assets, whether the loan be 
ide in conventional money or stamped money. Loans contracted in stamped 
money will bear (loan) interest as long as the demand for loan capital exceeds 
the supply at a zero loan rate.** A zero loan rate must await the day when 
impeded accumulation causes capital assets to lose their scarcity value. 


estimated 
ibed as 
reference 
sent any- 

Outward 


erest has In saying that basic interest would disappear with the introduction of 
ehind js stamped money, Gesell means that the consequences which flow from the use 
a unique conventional money would be eliminated and processes set in motion which 
economic me would reduce the loan rate and the real rate to zero. When this has 
the con- come about, interest income will disappear, and rentier capitalism will be at 
eld nega- an end. 

as mean- In this respect Gesell’s ideas on long-run social reform are closely analogous 
can be Keynes’s “euthanasia of the rentier.”*° The secular decline in the marginal 


ficiency of capital is another expression for Gesell’s long-term reduction in 
the rate of return on real capital. Keynes tells us he believes that, within a 
period of a generation or two, unchecked accumulation would make capital 


he “Tale 


of assets 

stens to assets so abundant that they would cease to yield a return in excess of their 
it things cost." Both Keynes and Gesell maintain that pure interest can be made to 
ent that lisappear without socializing the instruments of production. In the new so- 


ciety individuals would still be free to accumulate, but their wealth would 
t grow automatically through interest accruals. Nevertheless, skilled risk 
takers would be free to venture their capital in new and uncertain enterprises, 
successful, would get a return in excess of their original investments. 


narginal 


apital is 


ets with 

hat it is hus the advantages of individual initiative and enterprise would be retained, 
duction hile nonfunctional income and other undesirable features of the capitalist 
ntly de- system would disappear. 

tion of The immediately significant difference arising from the substitution of 
e latter tamped money for conventional forms is that all resources would be con- 
is now \ously employed. Basic interest would not exist as a barrier frustrating new 
10 need ipital formation, The “natural” forces of competitive production would 


is basi just to a level of output at which resources would be fully employed. This 


Ww 
vetween tural Economic Order, p. 263. 


in the case of naturally scarce factors, i.e., land, Gesell advocated nationalization. 

ater t itural Economic Order, p. 262. 
ral Theory, pp. 221, 376. 

reneral Theory, pp. 220, 377. 
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is the meaning, in terms of practical consequences, of Gesell’s distinction pp. 
tween basic and loan interest. 

Thus, the peculiarity of Gesell’s position as a theorist is to be discovere; 
in his attitude toward social reform. Only by referring to his general positio, 
as a reformer can his theory be understood. The leading concept, basic jp. 
terest, takes on meaning in terms of the modified behavior of the economic 
system which Gesell anticipated would follow from the introduction 9 
stamped money. In some important respects his analysis is not fully devel. 
oped, but in general the pattern is clear. Gesell’s theory is primarily an argy. 
ment for his program. 

DuDLEY 

University of Delaware 


War Financing and the Distribution of Income’ 


It is commonly asserted that one advantage of borrowing over taxation jn 
the present juncture is that taxes enacted now will distribute the burden less 
equitably than would later peacetime taxes collected to pay off the bonds: 
This assertion does not seem to me at all to reach the real issues involved. |; 
has little relevance for the distribution of the current war burden, and ji 
seems as likely as not to be incorrect in viewing the distribution of income by 
classes over time. 

It is surely well established by now, though unfortunately not yet recog. 
nized by some of our congressional leaders, that the burden of the present war 
effort cannot be sloughed off by this generation onto later ones, by borrowing 
or otherwise. Thus the argument that future peacetime taxes may be more 
equitably allocated than present ones is largely irrelevant for discussion of an 
equitable distribution of the current war burden, even assuming that future 
taxes actually can be more equitably distributed (which is far from certain). 
In considering the allocation of the burden of war financing, the real com- 
parison must be between the distribution of the tax burden now and the bond 
burden now (including the price inflation which will probably come with bor- 
rowing), rather than between present and future taxes. And if it is true that 
the very low income groups lose especially from inflation—and there is con- 
siderable truth in the statement—then even the fact that the rich buy the 
bonds does not necessarily mean a more equitable distribution of the present 
burden through borrowing, since borrowing from the rich is especially likely 
to draw on otherwise “idle” funds and speed price inflation. 

The question of the relationship of war financing and income distribution 
over time (as distinct from the distribution of the war burden) is a much more 
subtle one than has been generally recognized. It is by no means clear tha 
the low income groups are better off if we borrow now than if we tax, ever 
though future taxes are assumed to be more progressive than present on 


‘I am indebted to Dr. R. A. Musgrave for suggestions and criticisms on this note 
* See, for example, J. P. Wernette, “Financing the Defense Program,” Am. Econ. Ret 
Dec., 1941, p. 761. In accordance with common practice, I shall take “equity” to mean 
roughly a progressively heavier burden relative to income going up the income scale 
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Ction he. yld be® Three simple cases, depending on the type of borrowing and the 
.~ec displaced, may elucidate this point. In these cases by “progressive bor- 
iscovered [ shall mean borrowing primarily from the higher income groups and 
POsition -egressive borrowing” that which comes more than proportionately from 
basic jp. » Jower income groups, to correspond with the tax terminology in describing 
>conomic -evenue sources. In all cases, the assumption that future taxes are more 
Ction ; srooressive than present ones is accepted. For the moment it is convenient to 
Y deve from the question of individual time preferences. 
an arg ]. In the first case, let us assume that the present borrowing is regres- 
ve (perhaps compulsory along Keynes plan lines), and that such borrowing 
LLARD .n alternative to regressive taxation. In this case, the low income groups 
to be better off with borrowing now, since with borrowing they have 
in a future period on bond redemption income which by assumption 
raised by more progressive taxes. However, a given amount of com- 
sory saving will almost certainly reduce consumer spending less than the 
ation in e amount of taxes, Therefore, with the present large inflationary “gap,” 
den less re price inflation may be expected under borrowing than under correspond- 
bonds. ing taxes: and, to the extent the lower income groups lose relative to other 
Wved. I sroups from inflation, any possible long-period gain to them from borrowing 
and i ; thereby reduced or eliminated. 
aad Case IJ. In the second and probably more likely case, let us assume that the 
sent borrowing is progressive, and that such borrowing is an alternative 
ated regressive taxation. It is useful to subdivide this case, depending on whether 
nt W eressive borrowing correspondingly reduces private spending or comes 
“idle funds.” 
un If the progressive borrowing correspondingly reduces the spending of 
aha e lenders, it is approximately as noninflationary as taxes. In this case the 
- low income groups will be better off with present borrowing so long as future 
— taxes are more progressive than those at present would have been if used. 
on But if, as seems far more likely, the progressive borrowing fails to 
— educe correspondingly the spending of the lenders, the borrowing is infla- 
i bor ionary, and the question of the present redistribution of income and the 
vom ation of the war burden becomes a highly complex one. In judging the 
aor ts on the low income groups over time, the question is then whether the 
= future tax system is sufficiently more progressive than the present would have 
_— een to more than offset the special losses which major elements of the lowest 
ous income groups suffer through inflation. The answer in this case is uncertain; 
juite possibly the lowest income groups would be worse off with present in- 
lationary borrowing than with present regressive taxes. 


Case 11], In the third case, let us assume that the present borrowing is pro- 
gressive, and that such borrowing is an alternative to progressive taxation. In 
the low income groups are clearly worse off under borrowing, unless 
be assumed that future taxes to pay off the debt will be even more pro- 
gressive than those at present would have been if used. This conclusion holds 
n under the assumption that the present progressive borrowing is non- 


mtrary assumption is made, obviously the basis for the argument under dis- 


inisnes, 


~ 
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inflationary. If the present borrowing is inflationary, as is more likely to }. 
the case, the likelihood of loss to the lowest income groups is correspondingly 
increased, as noted under Case II (b). } 

The introduction of time preferences complicates the matter furthe, 
Whether one should assume it is more important for a poor man to have , 
dollar now as compared to the future than for a rich man is not clear, The 
answer depends not only on personal preferences (where the poor probabj; 
place more emphasis on present income), but also on the absolute level 
national real income and its distribution. 

G. L. 
Washington, D.C. 


A Note on Price Discrimination in Steel 


In Price Discrimination in Steel (T.N.E.C. Monograph No. 41) it is argued 
that the steel industry offers very large quantity discounts to the buyers oj 
its products. From this statistical conclusion the authors make numerow 
inferences, among them that the competitive position of small buyers of stee| 
is endangered and that the federal government pays too much for steel 
27). These inferences may be true, but this note attempts to show that the 
statistics on which they rest are quite unsatisfactory. 

The basic data consist of prices and freight charges (actual and charged 
on various steel products by size of shipment, in February, 1939. These data 
are converted to a per ton basis and then summarized by classes. The most 
striking case is reproduced in the table below as an illustration of the results 
The authors conclude that ‘the price concessions to the big [automobile com- 
pany] buyers can be seen to be very substantial” (p. 23). 


PrIcE OF COLD-ROLLED STRIP® 


Size of Shipment | Mill Net Base 
(in tons) Net Extras Price 
Under 3 $138.63 $73.21 $66.51 

3 to 10 145.41 72.21 74.37 
10 to 30 104.84 45.77 60.25 
30 to 100 92.67 32.64 60.78 
100 to 300 92.23 34.27 58.51 
300 to 1,000 | 70.88 11.14 59.55 


® Taken from T.N.E.C. monog no. 41, p. 23. 


There is one basic defect in the procedure. The “extras” explain almost a! 
of the difference in the mill net receipts. These “extras” were actual charges, 
not quoted prices. It is impossible to discover from the monograph whether 
the decline in charges for “extras” as size of shipment increases is due | 
lower quoted prices or to reductions from quoted prices secured by bargain- 
ing power. Moreover, if this separation were made, it would be impossible for 
the non-expert to decide which of the two, actual or quoted prices, was more 
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anpropriate to the cost differentials of the “extras.” If the “extras” were 
hecaed at rates justifiable on cost grounds, there was little discrimination in 
the pricing of steel. Subtracting “extras” from mill net leaves a mill net for 

ts of standard specification which falls from $65.42 to $59.74, or about 


e 


produc 


rthar 
0 — ner cent, and not the 50 per cent suggested by the mill net figures. This 9 
lear, The ner cent decline could also be due to cost differentials, of course. 
probab); The authors meet this point by saying that “quality demands on large 
level of rders are frequently very exacting” (p. 23). If this comment is not irrelevant 
7 lies that the charges for “extras” are not proportional to their costs. 
Bacu F Sinc . this is a crucial question in the interpretation of the statistics, it would 
have been reassuring to support it with evidence. 
GEORGE J. STIGLER 
University of Minnesota 
S atgued 
uyers of 
Sie The Economists’ Tariff Protest of 1930 
OF sted The economists’ statement in opposition to the Hawley-Smoot tariff bill was 
tel ( a unique document. No pronouncement by American economists has ever at- 
that the tracted the public attention that this received. It seems desirable, while 
emories are reasonably accurate and some of the correspondence relating 
harged thereto is still available, to give a brief history of this protest. Since my friend, 
se data Professor Clair Wilcox of Swarthmore, who was the leading spirit in the 
veheres atter, declines to tell the story, I take the liberty of doing so. 
aes With the sharp division of economic opinion in recent years on so many 
le com- issues of public policy, it is hard today to realize the almost unanimous op- 
position of economists, in the spring of 1930, to the tariff bill then pending 
n Congress. Economic faculties that within a few years were to be split 
le open on monetary policy, deficit finance, and the problem of big busi- 
. ness, were practically at one in their belief that the Hawley-Smoot bill was an 
iniquitous piece of legislation. What later developed into a statement backed 
a y over 1,250 economists originated in a very modest way out of the desire 
of Wilcox and some of his associates at Swarthmore to voice their protest. At 
the suggestion of Wilcox, Professor Paul Douglas of the University of Chicago, 
ho was then temporarily at Swarthmore, drafted a statement in March that, 
me changes in phraseology, was the one given to the press five weeks 
It was decided to ask an economist at each of various eastern uni- 
ies to sponsor the statement, and then to send it to a member of the 
economics faculty at each American college, with the request that he solicit 
signatures from his colleagues. Professors E. M. Patterson of Pennsylvania, 
ost é frank D, Graham of Princeton, Henry Seager of Columbia, Irving Fisher of 
= Yale, and F. W. Taussig of Harvard, were asked to join Wilcox and Douglas 
_ oring the statement. This they all agreed to do. As a result of the 
<i s of these men a few changes were made in the text, and at the sug- 
il gestion of Fisher a paragraph was added pointing out the significance of 
* tariff policy in connection with America’s creditor position. 
more 


Fisher also made the suggestion that the entire membership of the American 


ely to be 
onding); 
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Economic Association be circularized, and offered to pay the difference ty. 
tween the cost of this and the estimated cost of the original plan, This wa 
done at a total cost of $137, of which Fisher contributed $105. With t, 
clerical assistance of Swarthmore students, the statement was sent out to ove 
2,500 members of the American Economic Association with a request jg 
signatures. The response was an amazing one. Inside of ten days nearly a thoy. 
sand signatures had come in, including those of most of the leading figure; 
in American economics. What had started on a simple scale had snowballej 
into what promised to be a document of national significance. 

Wilcox delivered a copy of the text and signatures to President Hoover 
Senator Smoot and Congressman Hawley, and gave the material to the pres 
in Washington for release on Monday, May 3. Political opponents of the bij 
and newspapermen who sensed the news value of the statement took care oj 
the publicity. Senator Pat Harrison had the statement and the list of signer 
read into the Congressional Record of May 5. 

Veteran newspapermen, to whom the nation-wide attention that the state. 
ment received seemed to indicate a high-powered publicity campaign, backed 
by ample appropriations, were almost incredulous when they learned that the 
protest had been organized and carried through at an expense of less than 
$140. This was possible only because of a virtual unanimity of economic 
opinion on an important issue and the release of the statement to the pres 
at a particularly opportune moment. 

FRANK WHITSON 

Haverford College 


Correction 


An obviously erroneous statement appears in my recent article, “Tax 
Shifting in the Market Period,” in the American Economic Review {or 
March, 1942. The error fortunately does not affect the validity of any of my 
arguments or conclusions. The incorrect statement appears on the lower 
half of page 74. It runs as follows: “It is a familiar fact that under both 
pure and monopolistic competition the individual seller is in market equi- 
librium when his reservation price is equal to marginal revenue.” The state- 
ment is correct in the case of pure competition but incorrect in the case o! 
monopolistic competition. 

ELMER D. Facan 

Stanford University 
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nowballei The Theory of Consumer’s Demand. By Rusy TURNER Norris. (New Haven: 
Vale Univ. Press. 1941. Pp. 220. $3.00.) 

the pres [he re cognition of the phenomenon of product differentiation, and its ex- 
of the bi) introduction into economic theory, has wrought a substantial change 
k care oj lern price and market analysis. So far, however, only those implica- 


‘ons of differentiation which affect the conditions of supply have been thor- 
‘hly explored; it remains to consider its implications for the theory of con- 


mers’ choice. It is to the rewriting of the latter theory subject to the assump- 


of signers 


— tion of ubiquitous differentiation of products that The Theory of Consumer’s 
that the Demand is primarily devoted. 
less thar [he book, involving as well a general critique of the theory of choice as it 
conomic » to us from the Austrians, from Walras, from Marshall, and more 
he pr y from Hicks, is divided into two main parts. The first of these, prepara- 
y to the main thesis, is a straight-forward exposition and evaluation of the 
ETTER lifference curve analysis recently popularized by Hicks. This presentation 
holly in geometric, arithmetic, and literary terms, and serves as a good 
pretation of Hicks for the nonmathematical reader. Hicks’s principal 
eptions of substitutability, complementarity, etc., are investigated; his 
e, “Tay > assumptions are explored; and the indifference and marginal utility 
iew for ses are carefully compared. While the contribution of this section is 
y of my ely expository and critical, it should be particularly useful as an intro- 
e lower ion for graduate students to the ideas of Mr. Hicks. 
er both nd and principal section is devoted primarily to a theory of choice 
at equi- lemand in terms of related goods or differentiated products, The theory 
e state- s the development of three main, related propositions. Of these the 
case t is that people’s consumption habits are such that they never consider 
‘expenditure patterns in a “general equilibrium” sense; that all problems 
\GA hoice are necessarily “partial equilibrium” in character; and that there- 


1 realistic theory of choice should be primarily concerned with partial 

r than with general equilibrium problems of choice. Rejecting the idea 

highly hedonistic individual, the author argues that the individual’s con- 

ion pattern is derived not from a conscious calculus of choice among all 

s in his budget, but rather from his cultural heritage. This inherited 

t pattern is conventional, inflexible, and changes only slowly. Such de- 

rate changes as are made affect only a limited area of consumption, and are 

necessarily successive rather than simultaneous. Hence the necessity of shift- 

ing theoretical emphasis from the general to the partial equilibrium type of 
e decision. 

Che second main proposition is that the sort of theory of choice indicated 
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needs first to be differentiated into a long-run and short-run theory, a cop. 
spicuous omission on the part of contemporary writers. To this end the autho, 
develops first a short-run theory of demand, concerning consumer response t; 
price changes in “a period of time so short that no changes in income anj 
no changes in established consumption rates’ occur.” In such a period cop. 
sumer reactions to price change consist of the hoarding or dishoarding oj 
money, the building up or depletion of stocks of goods, and experimental pyr. 
chases on items outside the normal budget. Previous commitments have q 
rigidifying effect on the expenditure pattern, and calculations of marging 
utility (or of marginal rates of substitution) have no valid application. The 
author holds that the short-run theory of demand is particularly distinct from 
the long-run for the great mass of differentiated, non-staple products which ar 
particularly likely to be stocked in response to price changes, and for “petty 
goods” purchased experimentally in the short run. Although such a theory 
is suggested rather than fully developed, the suggestions are penetrating, 

The third main proposition is that the basic (long-run) theory of choice 
must be rewritten to emphasize the primacy of partial equilibrium choice: 
within groups of close substitute differentiated products. A simple non. 
mathematical theory is developed along this line, and recognizes two main 
categories of differentiated groups. The first includes groups of out-and-out 
substitutes, within which the consumer makes a choice, as, for example 
among various makes of automobiles. The discussion of this problem, empha- 
sizing the phenomenon of a single choice from multiple alternatives variously 
priced, is well handled. The second category of groups is that of complementar 
substitutes, an innovation of the author. Complementary substitutes are group: 
of differentiated goods each member of which is specialized to a particular 
subdivision of a general want—as, for example, tennis shoes, walking shoes, 
and dress shoes—and which have an aggregate utility when possessed in groups 
greater than the sum of individual utilities when possessed separately. The 
establishment of this category is obviously no mere terminological innovation 
but a recognition of a real phenomenon heretofore largely neglected. For such 
goods, which the author believes to be a dominant category, she devises an 
appropriate theory of choice. 

In sum, therefore, what is suggested and developed is a major shift in em 
phasis in the theory of consumer choice toward choices by the consumer among 
clusters of competing substitutes and complementary substitutes, as they arise 
out of the ubiquitous phenomenon of product differentiation. This work con- 
stitutes a definite contribution to the theory involved, not primarily on the 
technical level, as it is argued largely in terms of arithmetic and geometric 
examples and never in a highly general forra, but rather on the level of a 
revision of basic assumptions and of an exploration of the general implications 
of these revisions. The major propositions concerning human psychology and 
habit and concerning the occurrence of products in differentiated clusters are 
smoothly fused into a consistent major argument. 

A final aspect of the work involves some suggestions concerning the impli- 
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Y, @ con. ations of the modified theory of choice for the demand curves of the sellers of 
he autho; differentiated products, The phenomenon of discontinuity of demand curves at 
SPonse t, -onventional prices, the effect of an increase in the number of products in a 
come and lyster on the elasticity of demand for each of them, and other issues raised 
Tiod con- 7" recent price literature are discussed, although this treatment does not 
arding of »rogress far beyond the expository level. This portion of the work suffers from 
ntal pur. = ti ‘tation common to a considerable portion of literature in the Chamber- 
S have ; nian tradition (not implicit in Chamberlin’s own work)—a preponderant 
marginal emphasis upon the effect of product differentiation on the demand for the 
tion. The adividual seller, and an insufficient emphasis on the importance of fewness 
inct from of sellers within a “cluster.” 
Which are It would have been appropriate if this highly realistic treatment of consumer 
or “petty -hoice could have been capped by an equally realistic explicit recognition of 
a theor the fact that in modern markets pure oligopoly and especially differentiated 
rating, ligopoly, as opposed to monopolistic competition in the sense of product 
of choice lifferentiation plus large numbers, are the dominant categories. All cases of 
1 Choices markets involving large numbers are peripheral to these dominant categories 
ple non- n the same sense that the author holds unrelated homogeneous goods like 
wo main wheat and cotton to be peripheral to the dominant clusters of complementary 
-and-out substitutes. The various subdivisions of the oligopoly category should be ex- 
examp! plicitly the concern of such a work as this in so far as it touches on sellers’ 
, empha- lemand. 
various) [his limitation, however, in no way affects the substantial merit and nov- 
mentary ity of the bulk of the work, which is concerned primarily with the theory 
€ groups consumer choice. On this level the author has made a substantial contribu- 
articular tion to contemporary theory. 
g shoes Jor S. BAIN 
n groups University of California 
ly. Th 
ovation 
“or such ! Theoretical Analysis of Imperfect Competition with Special Application to 
vises an the Agricultural Industries. By H. Nicwo ts. (Ames: Iowa 
State Coll. Press. 1941. Pp. xiv, 384. $3.75.) 
t In em [his excellent volume is addressed primarily to the large body of agri- 
r among ; cultural economists. It should, however, prove useful not only to the 
ey arise specialists but also to most economic students who will find in it an extremely 
rk _ readable review of a large sector of current economic theory. 
on the Che title is indicative of the dual nature of the book’s contents. It is chiefly 
ometri a theoretical study, but it contains at the same time a great deal of empirical 


material about agricultural processing and distributing industries. Dr. Nicholls 


ications is tried to achieve two goals. First of all, he attempts to demonstrate that 
By and griculture is not, as is so often implied, a sort of sanctuary for the theorists of 
ters ar e competition. The processing agricultural industries must be studied in 
terms not of pure, but of monopolistic competition. As it now stands, however, 
mp! ] 


> analysis of imperfect competition may be too complex or ill adapted for 
tical use in agricultural research. Dr. Nicholls has also set about to remedy 


€ detects. 


360 THE AMERICAN ECONOMIC REVIEW [Jone 


The small scale of farming operations coupled with the relatively standarg. 
ized nature of their products appears, at first glance, to fulfill the strictes 
requirements of purely competitive theory. This is not so, however, for the 
buying side of the market does not conform to the necessary assumption oj 
atomistic behavior. The three largest buying firms of livestock account for 57 
per cent of the total volume handled; the percentage is 46 per cent {o; 
tobacco leaf, 38 per cent for wheat, 30 per cent for canned vegetables, 21 per 
cent for milk. Pure competition among sellers is matched with oligopsony, not 
pure competition, among buyers. These departures from purely competitive 
standards are further enhanced by the geographical barriers between local 
submarkets. What is needed by the agricultural economist, therefore, js a 
thorough understanding of imperfect competition among buyers and, especial- 
ly, of the nature and functioning of oligopsonistic markets. Since imperiect 
competition has been developed mainly with reference to the selling side of the 
market, the first task is to reinterpret it in terms of imperfections in the 
buyers’ market. Dr. Nicholls’s book is largely devoted to the problem of 
putting into reverse gear the familiar Chamberlinian analysis of monopolistic 
competition. In a good two hundred and fifty pages he discusses, from this 
point of view, the various cases of monopoly-monopsony, oligopoly-oligopsony, 
bilateral monopoly, service and product differentiation, and price discrimina- 
tion. 

The theoretical problem is handled skillfully and in a very readable form 
Dr. Nicholls disclaims any ambition to be a “tool-maker” and clings tenacious- 
ly to the useful, if ungrateful, task of a “tool-adapter.” I cannot help feeling, 
however, that he is, at time, somewhat too faithful to his models. Although he 
recognizes explicitly the limitations of particular equilibrium methodology, he 
makes no effort to escape its fetters and the analysis runs, throughout, in 
Chamberlinian and Robinsonian terms. The discussion of derived demand, in 
Chapter 2, would have gained enormously if the now familiar tools of in- 
difference analysis had been resorted to. Only in this way is it possible to make 
any sense out of the concept of the elasticity of substitution. As used by Mrs. 
Robinson and Dr. Nicholls, the “elasticity of substitution” is a mere re- 
christening of the problem which confronts us, It does not bring its solution 
one step nearer. 

The otherwise excellent discussion of oligopoly-oligopsony suffers from a 
certain hesitancy, on Dr. Nicholls’s part, to choose between pure and applied 
theory. The first half of the analysis is little more than a rehash of Chamber- 
lin’s Chapter 3 with hardly any relevance to real agricultural markets. (In- 
cidentally, Dr. Nicholls seems to identify Bertrand’s and Edgeworth’s solu- 
tions of oligopoly. Edgeworth’s solution, although starting from Bertrand’s 
model, introduces highly restricted assumptions and concludes that the price 
will oscillate between the monopolistic and the competitive level, while Ber- 
trand argued that the equilibrium price would be the same as under pure 
competition. Dr. Nicholls’s objections apply to Edgeworth’s scheme rather 
than to Bertrand’s. ) 

The discussion begins to be interesting when Dr. Nicholls takes leave of his 
authorities and investigates the more realistic situations where one or a !¢w 
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andard- seme dominate the market. The argument explaining how, under such condi- 
strictest the influence of entry is likely to bring about competitive profits, but 
for the with excess capacity rather than with competitive prices, is a model of clarity. 
otion of On the other hand, his assertion that where a few firms dominate the market, 
t for 57 ve should expect “that prices throughout the industry would tend to be estab- 


ent for -hed at such a level as to maximize the profits of the most efficient of the 


, 21 per ninant firms” because “. . . in their relationship to each other, a few 
Ny, not minant firms must recognize the most efficient of their number as their 
petitive ader” (p. 143) seems to me rather gratuitous. Larger size, or superior 
en local nancial and research means, may—“regardless of efficiency” —hbe the decisive 
re, is a ctor in enforcing leadership among the dominant firms as well as between the 
special- minant firms and the others. In the steel industry, for instance, is the U.S. 
nperfect steel] Corporation the most efficient of the dominant firms? 
le of the [he section on price discrimination includes a brief discussion of empirical 
: in the supply and demand curves. I doubt whether this will be of much help to most 
blem of ‘eaders. A disproportionate emphasis is placed on the influence of time-lags 
polistic ipon the shape of the curves, but other fundamental difficulties are hardly 
om this touched upon. Indeed, outside of pure competition, it is difficult to give any 
opsony, recise meaning to industrial demand and supply curves. Moreover, would not 
rimina- the supply of many agricultural products depend, not so much on their own 
solation, but rather on the relation between that price and the prices 
le form f other agricultural commodities to which production might be shifted? Nor 
nacious- s Dr. Nicholls discuss the primary statistical problem of isolating shifts of 
feeling, emand from shifts of supply. I think it significant that, in recent years, the 
ough he attention has shifted largely from the study of statistical supply curves to the 
logy, he investigation of statistical cost curves, 
1out, in Having shown the pervasive influence of monopsonistic factors in agricul- 
1and, in tural markets, Dr. Nicholls sets about answering a second objection to the 
; of in- extension of imperfect competition analysis to the agricultural field. ‘The 
to make ict that processor-distributors do not directly control the short-run supply of 
by Mrs. the farm product has . . . frequently been interpreted as precluding the ex- 
vere Te- stence of imperfect competition among them”’ (p. 1). “The natural reaction ... 
solution s that, since there is no control over the supply (hence none over price), there 
1 be no monopoly” (p. 353). Dr. Nicholls points out that this lack of control 
from a over the short-run supply of farm products is not relevant to the position of the 
applied processor. The latter’s monopoly rests upon the control, not of the farm prod- 
1amber- ict, but of his processing-distributing services and of their price, i.e., of the 
ts. (In- spread between the price paid to the farmers and the price received for the 
’s solu- processed product. Concentration of control among the processors-distributors 
rtrand’s need not, however, result in constant spreads. If the dominant firms were able 
1€ price ‘o lorecast future supplies accurately, imperfect competition would, just as 
ile Ber- pure competition, lead to relatively flexible margins. Margin inflexibility 
er pure should be associated, not with mere concentration of control, but with the 
rather neertainty of the dominant firms as to the responses of producers and con- 
mers to price changes. Personally, I would stress as equally important the 
e of his uncertainty of each processor as to the reactions of his rivals, and the resulting 


+ 


r a few tend ) price—or, in this case, to margin—stickiness. Finally, it is re- 
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marked again that in so far as the control of competition and entry is imper. 
fect, profits may fall to the competitive level while the margins remain high 
due to the wastes and costs of excess capacity. 

This brief summary does not do justice to the book. Dr. Nicholls has mag: 
excellent use of his empirical data in illustrating the theoretical analysis, Thi; 
close interpenetration of theory and facts is, to me, the most valuable part oj 
his work. Those who are looking for an agricultural Burns’s Decline of Com. 
petition will only regret that he did not do more in this direction. Indeed 
outside of meat packing and milk marketing the empirical material is rathe, 
scanty and comes in mainly by way of examples. In view, however, of the 
difficulty of the task and of the limitations of space, Dr. Nicholls should be 
commended for what he did, rather than blamed for what he has not yet done 

My main criticism would rather be directed toward his heavy reliance on ; 
few standard works in the fields which he covers. This is especially apparent 
in his discussion of economic dynamics and in his treatment of oligopoly. 
With relation to the latter, the literature reviewed is nearly exclusively Chan. 
berlinian, and no mention is even made of such names as Kahn, Sweezy. 
Smithies, etc. As a result, the solutions offered are unnecessarily narrow and 
arbitrary. To a certain extent, this is, of course, unavoidable in dealing with 
problem which admits of an infinity of solutions. Much could have bee 
gained, however, by shortening the discussion of the traditional Cournot- 
Edgeworth controversy, and devoting some attention to more significant 
models such as cut-throat competition, price stickiness, etc. 

As it is, though, Dr. Nicholls has performed brilliantly a most useful service 
He has disposed very effectively of the old shibboleth that imperfect com- 
petition is inapplicable to the agricultural field. In addition, he has retooled 
many of the current weapons of monopolistic competition and short-ru 
dynamics in such a way as to simplify their mastery and to adapt them for 
ready use in the study of agricultural markets. The readers of the present 
volume will undoubtedly await with high expectations the future writings 
alluded to in the Preface, in which Dr. Nicholls will apply his own theorizing 
to further problems of practical research. 

RoBERT TRIFFIN 


Harvard University 


Introduction to Responsible Citizenship. By W1Lt1AM E. Mosuer and Ass0- 
ciates. (New York: Holt. 1941. Pp. viii, 886. $3.25.) 

Responsible Citizenship is designed as a textbook for an introductory 
course in social science or human relations. This intent should not blind 
one to the fact that it can also serve as a highly literate survey for the mature 
scholar who wishes to sink his teeth into an exercise in perspective and syt- 
thesis. The contents represent the equilibrium attained by the faculty of the 
Maxwell School of Citizenship of Syracuse University after some sixteen years 
of experiment with various subject matters. The reviewer knows from per- 
sonal experience the extent to which the detail has been hammered out and 
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- revised in weekly conferences of the representatives of the various 
-ocial sciences who have shared in the teaching. 
book is a compromise between the compartmentalized, capsule survey 


Ne 
-oyrse in the social sciences and the integrated fusion course in social science. 
it starts bravely as a general study of human behavior grounded in social psy- 
hology and expressing itself in various aspects of life. This view of social 


behavior in general is followed by a survey of its peculiar expression in gov- 
nance. However, the behavioristic approach is almost totally absent in the 

sequent treatment of economics and is muted in the history of democracy 
which follows the economic section. It is again resumed in Part V, under the 
title “Rival Social Philosophies.” 

\]] textbooks and courses aim to promote understanding and social insight, 
and this is no exception. On the other hand, this particular book belongs to the 
minority which have the courage explicitly as well as implicitly to motivate 
cheir readers toward a given course of social action. With all their hearts, the 

rs favor the democratic, positive state, and raise alternatives largely to 
refute them. It is, however, no paternal bureaucracy which is the authors’ 
utopia. At every point the student is exhorted himself to participate in demo- 
ratic activity, and arguments therefore are given in full. The title is well 


Dean Mosher opens the book with a reasoned essay on the meaning and 
challenge of responsible citizenship in contemporary society. This is followed 
by Professor Haring’s section on “Social Behavior.” In this section, the funda- 
mentals of social psychology are outlined and their expression in society 
indicated. The Iroquois and Japanese cultures are used as examples, with the 
bvious and successful intent of leading the student to see institutions in his 
own culture, not as permanent and God-given, but as the product of time 
and place. The parts of this section which deal with cultural analysis are better 
done than those concerned with social psychology. One suspects that the 
author’s desire not to be vulnerable to criticism from the profession may have 
made him reluctant to commit his views to print with that clarity and pre- 
cision which is desirable in an introductory course. The result has been a 
certain blurring in the subject matter. 

Professor Beyle’s section on “Governance” is clear and interesting, and 
makes full use of the approaches of the earlier portions, It is abstract in its 
premises and conclusions, but each abstraction is buttressed by a wealth of 

ncrete illustrations drawn in many instances from the experience of uni- 
versity students. Government is pictured as social control with an ever- 
varying range of activities. These activities express themselves through insti- 
tutions, but the latter are pictured realistically, and not as mystical entities. 
Issues are treated as the outgrowth of motivational differences, and these are 
traced to their origins. 

_ The section on economics suffers somewhat from the fact that it is not well 
integrated with the other parts of the book. Considered as a unit by itself, 
iowever, the reviewer has nothing but praise for it. In a scant two hundred 
pages of clear and interesting writing, Professor Ross has packed all of the 
main leatures of contemporary institutional economics. By the author’s device 


— 
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of constantly raising questions the student is or should be safeguarded fro, 
the temptation of superficiality. The major issues raised include capital forma. 
tion, monetary control, cyclical variations, capacity for production, state 
control, and remedies for maldistribution, exploitation, and unemploymen 

Professors Galpin, Harlow, and Mosher share the responsibility for Part ]y 
which in effect is a history of democracy. The contributions of Greece, Rome 
the Renaissance and Reformation, the American and French Revolutions, je. 
ferson and Jackson, and the Progressive Movement are passed in review, The 
material is compact and closely knit. It succeeds in illuminating the demp. 
cratic way as cumulative and ever-developing. 

The final section treats democracy, communism, and fascism as alternatiye 
ways of life. Considering the magnitude of the respective subjects—each «. 
signed but a chapter—a reasonably clear and objective picture emerges. The 
picture occasionally sacrifices accuracy to the necessity for a measure oj 
oversimplification; and omits altogether certain important aspects, such 
the corporatism usually associated with fascism. The contrast between theon 
and practice in communism is well brought out by Mrs. Fisher, as are also the 
similarities and differences between communism and fascism, Dr. Mosher con. 
tributes the conclusion, which restates the introduction in the light of what 
has gone between. 

In a work purporting to cover the whole field of human relations, a reviewer 
is almost certain to look for more than it is humanly possible to cover. Never- 
theless, the work is not merely a study of democracy, but it is also a tract 
urging its preservation, Hence one would expect to find pointed out in the 
contemporary scene the connection between religions which hold the indi- 
vidual sacred and the preservation of human rights. Instead there is a studied 
avoidance of this approach, and individual rights are discussed either as 
merely expedient or at the most as in some fashion biologically grounded 
Moreover, Professor Haring seriously weakens even this approach when he 
assumes (p. 172) that democracies are inefficient as compared to dictatorships 
and tyrannies. However, criticisms of this sort must not obscure the fact that 
the work succeeds in its avowed purpose. My recollection is that for a nun- 
ber of years the course on which this book was based was consistently voted 
the “most valuable” by a majority of the students taking it. 

ERNEST GRIFFITH 

Washington, D.C, 


Economic History 


Burlington West, A Colonization History of the Burlington Railroad. by 
Ricuarp C. Overton. (Cambridge: Harvard Univ. Press. 1941. Pp. 
xviii, 583. $4.50.) 

Mr. Overton’s study, following the pioneer researches of James B. Hedges 
for the Northern Pacific and the Canadian Pacific and of Paul W. Gates for 
the Illinois Central, deals with the organization, methods, and results of the 
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ae ; are so abundant that they have provided almost an embarrassment of 
The records of the land department in the Baker Library at Harvard 
iain supplemented by the official records and archives of the road, various 
ool ections of correspondence, public documents, newspapers, and local his- 
tories. The only potentially important sources not utilized are German and 
ndinavian newspapers published in the United States. The bibliography is 
to inclusive and indiscriminative. Superficial popular books that can con- 
tribute nothing to the subject are included with works of original scholarship, 
and thirteen textbooks, including one of high-school grade, are listed. The 
narrative is generously documented and embellished by quotations, pictures, 
maps, and graphs, and supplemented by an extended documentary and 
statistical Appendix. 

Mr. Overton’s historical contribution would have been increased by greater 
un f treatment. In the possession of such ample stores of interesting and 
often highly picturesque material, he is led to turn aside from his monographic 
labor to consider collateral topics and colorful episodes not pertinent to his 
theme, Background details, legislative and administrative policies, and de- 


wr 


scriptions of changing types of rolling stock—however significant and inter- 
sting in themselves—could well have been compressed or omitted for the 
urposes of this study. 


[he slips and omissions that have been noted are due mainly to carelessness 

in checking background facts and local details. William J. Sparks was Com- 
f the General Land Office not ‘“‘Secretary of the Interior.” The same 

James Harlan is given two separate entries in the Index as Secretary of the 
Interior and Senator. The noted Massachusetts lawyer “Edward R. Hoar” 
iously refers to E[benezer] Rockwood Hoar. James Thorington, the first 
ree-soil member of Congress from Iowa, should be mentioned in connection 
the railroad land-grant of 1856, for which he received contemporary 
and discredit. Fairfield, Iowa, is in Jefferson not “Henry” County. 
rience has not shown that the dry-farming system of Hardy W. Campbell 
been “very satisfactory.” The extension activities of the Burlington 


escribed in the concluding chapter should not be confused with colonization 


he author makes an obvious effort to maintain a judicial attitude but he 

es not disguise his feeling that the historians have overemphasized the 
gains and underrated the services of the railroads in the disposal of their lands. 
With the full record at hand, the case is strongly presented for this particular 


Che Burlington was no doubt somewhat exceptional in the standard of its 
leadership and in its foresighted and enlightened policies in dealing with 
settlers. None the less the road and its officials were not apart from their time 
| its business methods. Threatened repudiation to force a certain class of 
holders to convert presses hard the general interest argument. The 
lations of “town site companies” of railroad officials is too easily 
ied as a safeguard against irresponsible speculation. The extensive inter- 
mingling of church and denominational college establishment with settlement 


from eelenizing activities of the Burlington and Missouri River Railroad The 
+ Tl a 
iy 
Jei 
Th 
ative 


366 THE AMERICAN ECONOMIC REVIEW [yun 


promotions often conducted by ministers, as well as the subsidizing of Clergy. 
men and “professors” for various types of “oblique advertising,” suggests th, 
curious interrelations of God and mammon characteristic of Jay Cooke. By 
it should be said for the Burlington associates that their frankly ayowe 
motive was always that of straight business. Incidentally, the opinion held 
the time and since that certain Secretaries of the Interior were, for whatever 
reasons, partial to the claims of the railroads is given considerable justificatigy 
by the rulings here recorded. 

Of necessity the roads followed much the same techniques and practices: 
they were all a part of the “system” which was often one of trial and error 
The B. and M. drew on the experiences of the Illinois Central and even mor 
directly of the Hannibal and St. Joseph and frequent interchange of officiai 
tended to standardize organization and methods. 

Considering the limitations, public and private, under which the companie 
operated, definite conclusions as to relative “soundness” and expediency ¢j 
particular policies are difficult to reach. What does stand out, in this as in 
other policies of land disposal, is the lack of definite information and reasoned 
plan by the government, the corporations, and the settlers. Mr. Overton 
observes that the question as to whether the development of the country in 
this way was premature is beyond the scope of his investigation—but it is an 
issue that cannot be ignored by the student of the economic and social history 
of the nation. 

Ear D. Ross 

Iowa State College 


Economic Systems; National Economies 


Russia’s Economic Front for War and Peace, An Appraisal of the Three Five- 
year Plans, By A. Yucow. Translated by N, I. and M. Stone. (New York: 
Harper. 1942. Pp. ix, 279. $3.00.) 

In spite of a large number of books, pamphlets and articles on various 
aspects of the Russian development which have appeared since the outbreak 
of the Russian-German war, there has been no serious publication dealing 
with the economic problems of the Soviet Union. This gap has now been 
filled in a very satisfactory fashion by the appearance of the excellent study 
by Dr. Yugow. Although a political emigré—he is one of the foremost leaders 
of the Russian Social-Democratic Party (Mensheviki) which has been sup- 
pressed in the Soviet Union ever since the early twenties—the author was 
able to present a highly objective and unbiased history of the three five-year 
plans, The volume acquaints the reader with all the salient facts in the field 
of Soviet economics and thus provides a handbook which is particularly valu 
able at the present time. 

The handbook character of this work, however, is responsible for some 
of its shortcomings. The treatment of the vast subject is organized in a rather 
infelicitous manner, and the individual chapters—dealing with industrializa- 
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agriculture, internal commerce, foreign trade, finances, and so forth— 
sometimes to become repetitive and a little dreary. It is a pity, 
4 that the author never refers to any writings except the ones 
‘7 Russian, and it certainly would increase the usefulness of the book if its 
| edition included a bibliography comprising publications in the English 
which—whatever their value—are more easily accessible to the 
der in this country. Moreover, taking into account and discussing such 
)-Russian work (e.g., Colin Clark, Dobb, Reddaway, Hubbard, the articles 
* Chossudovsky in the Review of Economic Studies, etc.) would have in- 
Dr. Yugow to broaden the scope of his investigations and to pay more 
to some theoretical issues which are of considerable interest to the 
Russian economist. 
example, the problems arising in connection with the determination 
ize of the national income in an economy in which prices are fixed 
; allocated by a planning authority are not even mentioned by Dr. 
Nevertheless, he uses the figures referring to the changes of the 
income and hardly ever questions their significance. 
In the same, rather uncritical way he speaks frequently about costs. “The 
luction in Soviet industry is much higher than that of foreign 
or of Russia before the First World War” (p. 39). If it is money 
he has in mind, then everything would depend on the way in 
aluates the Soviet ruble in terms either of the Czarist ruble or 
f a foreign currency. As such a unique relationship between Soviet 
| other exchanges certainly does and did not exist, and as the ex- 
pression “ruble” has in reality always been an abbreviation for quite a 
legal tenders of different purchasing power (depending on the 
life of its possessor, the rations which he was entitled to claim, 
pears doubtful whether it is useful to compare costs in the Soviet 
in monetary terms either with the pre-war costs in Russia or with 
id. The comparison would appear somewhat more justified, if the 
(in the Marshallian sense) could be studied and confronted with 
in other countries. But Dr. Yugow does not and presumably 
) this, as data on “real costs” are not easily construed, especially 
Russia. 
Speaking of the turnover tax which plays a very significant part in Rus- 
lic finance, Dr. Yugow remarks that this tax is highly anti-social 
That is true, however, only if the inequality of income is very 
He believes, indeed, that such is the case (p. 258) but hardly tries to 
is contention. The degree of inequality and how it compares with 
countries could be measured with the techniques of the Pareto or 
urves, but such a research has—to this reviewer’s knowledge—never 
p been undertaken’ and it appears rather uncertain whether it would yield 
meani results corroborating Dr. Yugow’s opinion. 
ll these more or less important drawbacks are fully compensated by 
ble clarity with which Dr. Yugow analyzes the main issues of the 
exception of a doctoral dissertation of A. Bergson filed at Widener Library 
iversity) but unfortunately unpublished. 
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economic policy of the Soviet Union. The decision to devote about half of 
the national income to investment and armament resulted by necessity in 
privations to the civilian population. Shortages of all kinds and tremendon 
difficulties of administration were unavoidable. Disproportionalities jn ‘4, 
growth of individual industries, troubles with respect to agriculture, hitch 
of various importance were the necessary concomitants of the terrific strajp 
to which the economy of a backward country was submitted by political 
decision. Form and content of planning are interdependent. Planning {, 
abstinence has to resort to different means from planning for welfare. The 
information which Dr. Yugow supplies shows what could have been accom. 
plished, if houses could have been built instead of tanks and roads insteaj 
of fortresses. One can heartily concur with his hopes that after this war the 
Soviet Union, freed from the permanent threat of invasion, will be able y 
use the powerful mechanism of rational utilization of resources in order ty 
secure a steady increase of welfare for her population and thus create the all 
important condition for the growth of a free and democratic society. 

Paut A. Baran 


Washington, D.C. 


Ekonomika Sotzialisticheskoi Promyshlennosti (Economics of Socialist In- 
dustry). By E. L. Granovsxi and B. L. Markus, editors. (Moscow: 
Akademiya Nauk, Institut Ekonomiki. U.S.S.R. 1940. Pp. 598. 10 
rubles. ) 

This textbook on economics was written by a group of economists con- 
nected with the Institute of Economics of the Academy of Science of the 
U.S.S.R., and is intended for students in institutions of higher learning who 
already have had some background in economics and the history of national 
economy. 

In the Introduction, the problems and tasks of socialist industry in Soviet 
Russia are discussed. The chief problems of the economics of socialized in- 
dustry are those of an increase in the rate of capital accumulation and the 
development of factors which will bring about a change from socialism 
to communism. The solution of these problems will require a further extensive 
development of socialist industry as a whole and of its separate industries 
The direction of capital formation is closely related to the selection of the 
size of industries, specialization and codperation, combination, location 0! 
industries, and allocation of resources. The economics of socialist industry 
deals also with the most advantageous combination of large, average and 
small enterprises and relationships between them, as well as the achievement 
of equilibrium between industry and related fields. Among other tasks 
of the economics of socialist industry is that of studying the struggle of the 
party against the restoration of private capitalism, and to “struggle against 
bourgeois theories and opportunistic distortions in the field of science” (p. 13). 

The material of the text is discussed in the following order: 

1. Stages in the development of socialist industry. 
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Industrial program of socialist production, dealing with the volume of 
ion; per capita production; comparisons with foreign countries, par- 
the United States; the development of new industries; planning of 
iction program; allocation of resources; and distribution of goods. 
Development of the technical bases of socialized production, including 
cal reconstruction and improvements. 
4 Concentration, specialization, codperation, and combination in indus- 
; The geographical location of industries and the distribution of raw 
terials, This is the most interesting part of the book, from the point of 
‘ the reviewer, since it describes the location of the main industries, 
state of their development and plans for their future development. 
Capital formation in industries, that is, the amount of capital allocated 
av lopment of various industries. The elements composing these funds 
nsist of capital equipment. 
7, Basic funds of socialized production. The process of production requires 
ind means of production; the latter are the means of labor (capital 
nt, buildings, etc.) and objects of labor (raw materials, semi-finished 
etc.). The methods of valuation used are: (a) cost of production, 
st of replacement, and (c) cost less depreciation. 
ductive capacity of industries, its use and seasonality. 
of production and quality of production. In the U.S.S.R. “the 
in article does not represent a monetary equivalent of the cost of 
nufacture. Price is the basic lever for the redistribution of the na- 
ncome and is determined in accordance with definite political and 
nomic policies carried on by the Party and Government in relation to the 
nomic development of the U.S.S.R.” (p. 498). For instance, be- 
prices of metal and coal were below cost of production and the 
lifference between cost and price was covered by the state. 
nances of socialized production and their control by the state. The 
of funds needed by industry come from: (a) income and savings 
ese industries, (b) credits granted by the state and industrial banks, 
nts from the state budget. Part of the surplus realized from the 
goods by an industry is turned to the state in the form of turnover 
tax, In 1937, the turnover tax from industry amounted to 60.6 per cent of 
revenue of Soviet Russia. The state bank grants credits only for 
easonal needs, (b) goods in transit, (c) temporary needs, and in some 
r capital repair. Credits granted by the bank represented 37.2 per 
the total turnover funds of the industry on January 1, 1938. 
rhe last part is devoted to administration and planning. The plan 
y industry is actually a part of one over-all national plan. This plan- 
ng is performed by several agencies which receive directives from the Cen- 
mmittee of the Party. 
he book contains a large amount of valuable material and statistical in- 
tion depicting the enormous industrial development of the country 
the last decade or so. However, its value is much impaired by criti- 
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cisms and attempted but impossible comparisons with the economic structy, 
and operations of the capitalist countries. 
M. V. Connon: 


Ohio State University 


Canadian War Economics. By J. F. PARKINSON, editor, (Toronto: Uniy, 9 
Toronto Press. 1941. Pp. vii, 191. $1.75.) 


This compact and interesting little volume gives us the story of the Canadiay 
war economy through the middle of 1941. Among the contributors are Pp. 
fessor A. F. W. Plumptre (Organizing the Canadian Economy for War): }{; 
Henry Borden, general counsel to the Department of Munitions and Supply 
(The Work of the Department of Munitions and Supply); Mr. J. D. Gibson 
editor of the Review of the Bank of Nova Scotia (Financing the War): Pr. 
fessor K. W. Taylor, secretary of the Wartime Prices and Trade Board (Th: 
Wartime Control of Prices); Mr. B. M. Stewart, deputy minister of the De. 
partment of Labour (Wartime Labour Problems); Mr. L. Rasminsky, ass. 
tant to the chairman, Foreign Exchange Control Board (Foreign Exchange 
Control) ; and Mr. Tom Moore, president of the Trades and Labour Congres 
of Canada (Organized Labour and the War Economy). It is striking tha 
practical men of business and academic economists cooperated so successfull) 
in this venture. That they did also reminds one of their codperation in the 
administration of the current war economy. In the Canadian war economy, 
however, the business men seem to be in control more than they are on this 
side of the border. 

This volume is of particular interest to Americans because the Canadian 
war economy’s shift to high gear precedes the American shift. We can leam 
much, As Professor Plumptre points out in his excellent introductory chapter, 
Dunkirk was the signal for an intensification of the Canadian effort as it was 
warning to Great Britain that she must turn to Canada for more than merely 
educational orders in the armament field. Unfortunately, in the brief compas 
of this review, I cannot do more than refer to the excellent chapters of Pro- 
fessor Plumptre and Mr. Borden. 

We turn then to Mr. Gibson’s essay on finance. Approximately 40 per cent 
of the national income (1941-42) is required by the government. The ex 
pectation is that roughly one-half of the outlay by the treasury will be pro 
vided by taxation. This compares with an estimated outlay by the federi! 
government in the United States of a little more than one-half of the national 
income in the fiscal year 1942-43, and the provision of two-fifths of the 
total expenditures or somewhat more than one-fifth of the national income 
by federal taxation. Total taxation (all governments) will, however, yield 
about 30 per cent of the national income. 

Mr. Gibson presents a rather ingenious criticism of the point that in 
periods of unemployment the country should rely on sales of securities paid 
for out of additional money. Any failure to impose heavy taxes at this po! int 
encourages purchases of consumption goods with money earned in the out 
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* war goods. The effects are bound to be inflationary or (when diversions 
arces to consumption goods industries follow) to result in a re- 
iction of war output. 

“On two points, Mr. Gibson’s presentation requires correction or amplifica- 
First, he does not make it clear that the payment of taxes out of ac- 
lated balances does not contribute toward a reduction of inflationary 

pressure; and, second, that the continued rise of production is not an 

‘nfallible guide of the absence of inflation. Is a rise of output of 5 per cent 
, rise of prices of 50 per cent noninflationary? 

[he next issues are raised by Mr. Taylor’s essay on wartime control of 

‘ces, The Wartime Prices and Trade Board has ample power to deal with 

prices: licensing of middlemen, control of distribution, establishment of 

monopoly buying practices, fixing of prices, etc. In general, the Board has 
ided to keep prices down through improvements in the distributive process, 
control of margins, fixation of prices and deals with British buying monopolies. 

In the case of cod liver oil, however, the Board confronted with the loss 

f its most important source of supply, encouraged a large mark-up in prices 

n order to stimulate the saving of fish livers. 

Mr. Taylor recognizes the functicns of price changes in the economic 
He, therefore, objects to price freezing; but, on the other hand, 
es that, when demand arises rapidly and supply is inelastic in the 

t run, a rise of prices will not contribute greatly to the provisioning of 
rkets. In the reviewer’s opinion, Mr. Taylor overemphasises the contribu- 
price stability that may be made by adequate monetary and fiscal 

ures. At least, he fails to note that general measures (e.g., a rise of 
taxation) directed toward specific scarcities, are wasteful, in that the required 
se must be large relatively to the effect to be obtained. It is much better 
to cut prices and demand in each particular market where scarcities prevail. 

Then particular controls can be supplemented by general measures. 

It is too bad that Mr. Taylor does not discuss the Canadian export price 

policy. Why are exports exempt from ceilings? Why are American purchasers 

' Canadian newsprint, for example, forced to pay what the traffic will 
? If the answer is the shortage of dollars, then it would still be better to 

<eep prices down and provide Canada with Lease-Lend aid. It is particularly 
rtunate that Canada encourages a high export price policy when the 

United States applies domestic ceilings to the export field. Finally, it is un- 

ttunate for American policy makers that this book was written too late 

enlighten us on the price freeze. I, for one, would like to know whether, 
iuse all prices are thus kept down and purchasing power continues to 

e, the raids on markets are intensified; or whether the announcement of price 

lity drives potential buyers off the market. If both factors are relevant, 

h is the more important one? 

(wo chapters on labor problems, one by the deputy minister and the other 

1 important trade union official, reveal a difference of viewpoint on the 

important issue of the wage ceiling. Mr. Stewart seems to approve the 

imitation of wages to the 1926-29 level. Labor was treated well, for the 
st of living had fallen 12 per cent since that period. It is provided, more- 
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over, that although wages do not automatically respond to a rise in the cg 
of living, adjustments will be made whenever the cost of necessaries ¢; 
life rise. In this manner, labor is compensated for unavoidable increases j, 
expenditures and yet the rise of wages is kept down to a minimum. Mr. Moor 
frankly says that the tie-up of wages with the cost of living (the quag. 
freeze) was introduced despite the opposition of organized labor. 

Perhaps the most brilliant and most helpful chapter in the whole volun 
is Mr. Rasminsky’s contribution on foreign exchange control. Here we hay 
an excellent statement of the Canadian balance of payments, pre-war anj 
war; of the peculiar difficulties of the Exchange Control Board; and ¢j 
the measures taken to protect the Canadian dollar. Canada’s dollar pool be. 
came one of its most pressing war problems because it lost many of jt 
former markets; because the United Kingdom, which could pay in {te 
currency or gold only in part, increased its share of Canadian exports 
because Canada, which launched on an all-out program long before the 
United States, had to increase its imports of raw materials at a dispropor. 
tionate rate; and, finally, large economies in exports to non-sterling countri« 
were required. The Canadians imposed severe restrictions on imports from 
non-Empire countries; introduced special measures to stimulate imports from 
sterling countries (thus saving dollars); stopped exports of capital in a much 
more vigorous fashion than the United Kingdom had; and finally, through 
the Hyde Park agreement, solved its dollar problem. Under this agreement, 
the Canadians agreed to provide large amounts of war materials to th 
United States; and the latter agreed to finance raw materials purchased by 
the United States for conversion into war orders of the British. 

Professor MacGregor’s chapter on “The Standard of Living” gives the 
reader some idea of the extent to which the Canadians have increased out- 
put and consumption and to what extent they have relied on capital consump 
tion. A careful study of consumers’ budgets suggests where they may be 
cut. As in the American case, it seems clear that the Canadians will have 
to take strong measures to curtail consumption and capital formation— 
as further expansion of output meets increasing obstacles. 

This is a very helpful little volume, both because the problems faced are 
similar to our own and because we can profit from Canadian experience. They 
have faced many of the issues that now confront us. 

Seymour E. Harris 

Harvard University 


The Structural Basis of Indian Economy, By H. VENKATASUBBIAH. (London: 
Allen and Unwin, Ltd. 1940. Pp. 156. 7s. 6d.) 

Critics of British rule in India, and particularly of Britain’s economic policy 
in India, differ according to the angle chosen, the particular problem unde! 
consideration, and the intensity of the consequent result. They fall into three 
groups. One holds that the policy of the British in India has been definitely and 
naturally pro-British and anti-Indian. The second contends that they have 
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1.» much, but finds fault for their not having done more. The third school of 
ve cs who have lost faith in the existing economic order accuse the British for 
‘ alv being anti-Indian but also as aligning their forces with the reaction- 
Indian elements—as the princes, the landlords, and the capitalists—and 
ing the poor millions. While Mr. Venkatasubbiah defies classification, he 
yard the second school of thought. 

[he present study is perhaps the first of its kind in discussing certain 
| aspects of Indian economic development, bringing out the inherent 
nflict between the British imperial interests and those of the Indian people. 
he introductory chapter discusses the nature of Indian economic development 
the light of and as shaped by India’s peculiar cultural, institutional, and 
tical forces. The second chapter analyses the occupational] distribution of 


© ‘he people. Here the author has gone on the wrong track of assuming, without 


en attempting to define overpopulation, that India is overpopulated, and 


S arcues that in agricultural countries like India the problem of population 


he studied more in the Malthusian sense than in the Marxian sense. 

hile pointing out that the population problem in India is pressure on land, he 
res the importance of the twin remedies—the need for rapid industrializa- 
and the extension of cultivation. The author maintains on insufficient data 


© that population pressure exists because environmental conditions are limited 
5 in relation to the needs of these remedies. 


[he third chapter presents an original and interesting discussion of the basic 
iltural economy of India. In tracing the historical evolution of the land 
iue policy of the government of India, he brings out all the contradictions 

varied systems of land tenure that the vagaries of the British administra- 

rs have forced upon the country. In concluding this section the author points 

ut that all these different types of land tenure were “historically created by 

rialism for its dual need——progressive cultivation and regular flow of 

enue.” In practice the former objective has failed, but the latter has been 
lized to an abnormal degree. 

[he fourth and final chapter discusses the absence of progressive indus- 

lization and traces the slow and tardy growth of a few Indian industries. 

s an excellent discussion of the problem of British capital in India. 

ding to the author, “The British conquest of India was not of course the 

f monopoly capitalism seeking markets, though the basis of earliest 

med conflicts with native powers, particularly in Bengal, was economic 

itation. But when the mother country developed an industrial capitalism, 

task was only made easier, since it possessed an already conquered territory, 
iding the necessity of fighting to gain a market.” 

In Appendix A there is a “Note on India’s Industrial Potentialities in 
ition to Her Mineral Resources.” It opens with a highly surprising state- 

“India is not so rich in minerals as she is usually boasted to be. A 
neral impression has been created by which India’s ‘enormous mineral 
wealth’ is assumed and ‘the lack of enterprise to exploit them’ is pitied.” Any 
student familiar with the wealth of India’s resources—potential and ex- 
will disagree with this sweeping statement. Were this not a brief 
review, one could paint a factual picture of India’s enormous resources on the 
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one hand and the failure and neglect to industrialize the country on the other 
The reviewer is compelled to wonder whether the author is familiar with thy 
publications of the Geological Survey Department of the Government of Ini, 
This statement of the wealth or poverty of India’s industrial resources cap y 
best be relative and can never be so absolute as the author states. It depend 
upon whether one is comparing India’s resources with those of Japan or Chin, 
Canada or Cuba, Great Britain or Guatemala, the United States or Uruguay 

On the whole, Mr. Venkatasubbiah’s book is original and well written, 7h, 
author, who is a graduate in economics of an Indian university, is an associa: 
of the New Fabian Research Bureau in Mysore. This study is a welcom 
addition to the meagre literature on this subject and should find a place jy 
libraries of American colleges and universities. 

S. CHANDRASEKHAR 
New York 


This Age of Fable, The Political and Economic World We Live In. By Gust 
STOLPER. (New York: Reynal and Hitchcock, 1942. Pp. xx, 369. $3.00, 


In an impressive volume, which proposes to “be brutally intolerant oj 
lies and insincerity” and whose “ambition [it] is to be popular but aly 
to live up to exacting scientific standards” (p. xix), Dr. Gustav Stolper 
formerly editor of Der deutsche Volkswirt, sets out to destroy the fable 
engulfing the minds of an unenlightened public, which in his opinion ar 
responsible for the ordeals and disasters which have befallen our society 
Fables, it may be said at the outset, are such theories, views, or arguments 
which do not happen to find the approval of Dr. Stolper. As there are very 
few pieces of equipment in our ideological arsenal which are acceptable to 
him, the number of fables which he is anxious to refute is almost legion. 
An amazing variety of subjects are treated in rather pompously written, but 
highly entertaining chapters, so entertaining, indeed, that for the uncriticd 
reader they may disguise a host of fallacies, misrepresentations, and super- 
ficial half-truths potentially more dangerous than all the fables which Dr. 
Stolper desires to destroy. 

Reducing his far-flung discussion to its simple and comprehensible kermel, 
we discover that the entire campaign against the fables boils down to the 
not wholly unfamiliar assertion that government should keep out of eco 
nomic affairs. This fundamental contention is corroborated at some length 
by theoretical arguments and by a few “case-studies” of which the ones on 
the Soviet Union and Germany are the most outstanding. The digression into 
the “theoretical field [is] for the benefit of those readers who wish to enrich 
their knowledge on matters on which everyone talks so glibly and to in- 
munize them against the writers whose fascination thrives on their brillian! 
ignorance” (p. 146). 

Let us see how Dr. Stolper enriches and immunizes his reader. “Economic 
crises” —we learn—‘“are to modern society what sicknesses are to the human 
body. They are not the normal condition of our society, but they are a n& 
tural event in the same sense as sickness is natural in the life of a maa 
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146). Whereas most people would agree that prophylaxis and therapy 
.ve eradicated many sicknesses, Dr. Stolper thinks differently of the sick- 
ess with which he is concerned: “Alternation of better and poorer times can- 
5 can » Mot De helped and should not be helped” (p. 159). Omitting the question why 
: it should not be helped, we may inquire why such alternation cannot be 
Shelped. The author does not leave us without answer, “As long as total 
investments (direct or indirect) are equal to our total savings the flow of in- 
, may go on undisturbed. The decline of business sets in as soon as 
B yvestments shrink and a part of savings becomes unemployed” (p. 157). 
What is the conclusion to be drawn from this statement which, while not 
living up to exacting scientific standards,” is at least approximately cor- 
That government should undertake expenditures to such an extent as 
9 offset the deficiency created by the lack of net investment and provide 
hus for full employment of resources? Not according to Stolper. “Public in- 
tment,” he says in his usual apodictic fashion, “cannot bring about a boom 
© or. for that matter, full employment . . .” (p. 160). Because “the reduction in 
the income flow through oversaving cannot be remedied simply by creation 


33.0 of new money, as is popularly believed. Only if the new money induces new 
ant stments will its effects be salutary” (p. 159). The present economic situa- 
It als n, however, permits even the man in the street to study the influence of 
tolper overnmental spending on the level of output and employment, but Dr. 
fable per has expected this argument and has his answer promptly at hand: 
Mm a _. the fact that the Government was so easily able to create boom con- 
acie ions and full employment by a vast expansion of armament must not 
ment mislead to the fallacy that a peace boom is easy to achieve. The crucial 
> Vel difference is that an armament boom is something extraneous, imposed on 
ble a peace economy without competing with private business. . . . The amounts 
egion n defense might suffice to rebuild the American cities. But were this 
1, bu technically feasible and not in its early phases handicapped by shortages 
‘itica ertain categories of labor, it would create such a wholesale destruction 
uper- real-estate values that the effect would possibly be a depression ex- 
1 Dr ceeding in severity even that of the early 1930’s” (p. 162). What does all 

this amount to? It amounts, at best, to the observation that if deficit spend- 
me, ing, increase in public debt, etc., continue to play the rdle of bogey-men in 
) the the minds of some economists and business men, they are likely to be per- 
C0 manently counteracted by investment-strikes. The task of the government in 
ngth that event will certainly become greater and the solution of the problem more 
$ on ifficult. The only lesson to be learned, however, is not that economists should 
int icrease the confusion by adding muddled “theories” about “crushing burdens 
rich gigantic debt service” to the existing fallacies but should try hard to study 
in real implications of a fiscal policy directed at achievement and mainte- 
jant 


ice of full employment,’ and help liquidate the fables which are peddled 


he name of economic science. 
While Dr. Stolper’s resentment toward the New Deal and all progressive 


iewer is well aware of the difficulties and limitations inherent in such a fiscal 
nd treats them in a forthcoming article. 
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economic thought is couched in forms of “scientific” arguments, his disgys; 
for centralized planning in Russia breaks through in the form of unre. 
strained distortions. A few examples of the way in which he disposes of a\) 
the intricate problems presented by economic experience in Russia may suffice 
“The result of twenty-five years of socialist Utopia is in supreme degree just 
what the socialists accuse the capitalist system of being: chaos and djs. 
order, poverty, a total production at about the level achieved by 1914 befor. 
the First World War started, and this at the price of a lowering of the living 
standard (because of the enormous military expenditures), at the price , 
the enslavement of a great nation, of the degradation and humiliation 9; 
human dignity the like of which the world has not known since the days o: 
Jenghiz Khan” (p. 65). 

Does he really believe that a country sighing under the impact of chaos 
disorder and poverty is able to wage a total war for nearly a year agains; 
the most powerful military machine the world has ever seen? And does our 
author, “brutally intolerant of lies and insincerities,” expect that the reader js 
going to take what he says seriously if he maintains that Russia has toda 
a “total production at about the level achieved by 1914”? That is said in 
spite of the existence of 500,000 tractors working on Russian soil and en- 
tirely produced at home, an airplane construction which makes it possible 
withstand a German air offensive on a front of 2,000 miles, an output , 
steel which amounted to 18 million tons in the year 1940 as compared with 
4.2 million tons in the year 1913, and coal mining which yielded 165 million 
tons in the year 1940 as against 29.1 million tons in the year 1913. 

But Dr. Stolper is unimpressed. There was no necessity to increase pro- 
duction, no necessity to build up a powerful armament industry. “After 1921 
once Czarist Russia’s former allies had definitely given up their attempts 
to change the revolutionary Russian system by armed intervention the 
Soviets might have settled down peacefully inside their own sphere” (p. 281 
Instead of behaving in such a prudent fashion, “. . . the Red Army has been 
served and pampered throughout” (p. 307). In addition the planners in- 
dulged in “transplanting of existing basic industries from the western parts 
of Russia to the center [the Urals, Western Siberia] and to the Far East 
(p. 282).2 In order to carry through such devilish—and superfluous! 
projects the Bolsheviks disturbed the peasant, who before the First World 
War “quietly and contentedly . . . tilled the soil and fed himself and the 
cities . . .” (p. 280), and imposed unnecessary privations upon the popula- 
tion. ‘Soviet Russia chose without necessity to impose on her people that 
plight of initial accumulation over again, for now cheap capital from abroai 
was to be had” (p. 290). Certainly! Loans to Russia were, as everybody 


?.No existing industries were ever “transplanted.” In addition to the development of t! 
existing industrial districts, natural wealth of other regions was tapped, partly for strates 
reasons, partly because iron ore can only be mined where it is available. On page 265, D 
Stolper remarks indignantly: “. . . we look at the Siberian vastnesses whose hidden riches 
were exploited or neglected according to the selfish whims first of the Czarist, then 
the Bolshevist Great Russian imperialists.” Then it was not “transplantation” after all’ 
And according to whose “whims” should these riches have been exploited? And since 
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when is development of the natural resources of one’s own country called “imperialism 
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ws, an especially attractive feature on the capital markets of the financial 
the world, particularly at 24 to 36 per cent per annum. 
Yet Dr. Stolper is not entirely against armament. ‘Under any system, it 
seem, Russia could have afforded a first-rate army. But under a decent 
could, goodness knows, have afforded popular affluence as well” 
07). That is indeed an assertion which, if true, would heavily indict 
policy of the Russian five-year plans. Unfortunately, there is nothing 
ier in Dr. Stolper’s book or in the historical experience of other countries 
support this contention. France and England living under “decent 
stems,” to use Dr. Stolper’s terminology, had certainly more affluence than 
Russia. The fate of France is well known and England owes her survival 
the existence of the Channel more than to any other single factor. Where 
uld Russia, enjoying no such natural protection, be today had the Russian 
ernment followed Dr. Stolper’s suggestions? It would seem that Dr. Stolper 
| not mind if the Germans were to replace the Communist regime. Since 
rding to his theory of imperialism there is no such thing as colonial 
ploitation, the Russians ought, instead of fighting, to be grateful for the 
vilege of experiencing the benefits of the German “organizational genius.” 
Since Dr. Stolper’s competence in matters economic and Russian appears, 
say the least, rather dubious, let us turn to his discussion of Germany. 
There is a field where he is regarded as an authority. “Central Europe, in fact, 
has been socialized or nationalized ever since 1914” (p. 25). “. . . National 
ialism in Germany and Fascism in Italy never were anything but socialist 
rders .. .” (p. 133). Everybody is perfectly free to define socialism and 
nalization in any way he pleases. But the definition which is used has to 
learly stated, consistently applied, and, furthermore, make some sense. 
governmental interference by itself makes a socialist society, then the term 
es all analytical significance. Governmental control in the age of mercantil- 
; no less rigid than in the Germany of Weimar. It could hardly be said 
there is no difference between the “socialism” of this German republic 
and the ‘‘socialism” as established by Hitler. According even to Dr. Stolper, 
there must have been some. Because, after we are informed that Central 
rope has been socialized ever since 1914, we are told that “by that time 
Spring, 1938] German economy was completely socialized in everything ex- 
the emptied title to property” (p. 327). That these “empty” titles to 
‘operty still accounted in the year 1938 for 28 per cent of the national 
disturbs Dr. Stolper very little. Since Russia and Germany are equally 
‘ and since “not one single major war in the last one hundred and 
years—the capitalist age—had its origins in economic causes or was 
iged for economic interests” (p. 192), one might ask, why they are fighting 
e present war. This quite important question for an author preoccupied with 
‘political and economic world we live in” remains unanswered. We are 


Maxine Y. Sweezey, The Structure of the Nazi Economy (Cambridge, Harvard Univ. 
ss, 1941), p. 208. 
lronically enough .. . this total war (as far as Russia is concerned) does not have 


e fought against ‘world capitalism’ but on the contrary with world capitalism against 
ilist economy’” (p. 307). 
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left just as unenlightened with respect to all other problems connected with 
German development since 1933. Analysis is replaced by findings such as 
this: “Hitler’s uncanny instinct is his medium-like reaction to the oscillations 
of the German soul” (p. 317); “From Munich onward German diplomacy 
was almost grotesquely idiotic” (ibid.). ‘ 

Such samples of factual information and analytical acumen could be easily 
multiplied. The reviewer regrets to be unable to point to, at least, a few bright 
spots in the darkness of This Age of Fable. He searched for “extenuating cir. 
cumstances.” He found none. 

PAuL A. Baran 
Washington, D.C. 


Business Cycles and Fluctuations 


Investment and Business Cycles. By JamMES W. ANGELL, (New York: Mc. 

Graw-Hill. 1941. Pp. xviii, 363. $3.50.) 

Prospective readers of a book presumably are most interested in what 
they stand to gain from it. On this basis I believe we should go first to a group 
of three chapters (9-11) which, though not explicitly labeled thus, constitute 
Part II, devoted to the concept of the multiplier. Angell was one of the first 
to perceive Keynes’s error in relating the multiplier to the provensity to con- 
sume,' since this treats planned saving as if it were all hoarded, and to insist 
that spending, whether upon consumer’s or producer’s goods, governs the re- 
lation between investment and income increments. The retention of Keynes's 
definition would indeed permit a conceptual distinction between the multiply- 
ing force running from a particular increment of public-works investment 
and its own effect upon income on the one hand, and multiplying forces run 
ning from any private investment on the other hand, such as might be func- 
tionally related to the increased consumption (acceleration principle) or to the 
increased public investment, or not functionally related to either (routine 
investment of savings). But if the Keynesian definition is retained, statistical 
operation is either stopped or utilized in a misleading fashion, since statistics 
of income will inevitably include the effects of these “other” forces. Angell’s 
definition of a multiplier in terms of the propensity to spend not only supplies 
the actual arithmetic link between money and income—the income or circular 
velocity of money—but it also permits legitimate statistical operation with 
the available aggregative figures of money, velocity, and income. 

Angell is thus able to utilize his extensive velocity analysis, developed over 
a number of years, to produce one of the really notable treatments of th 
multiplier to date. Arithmetically the average circular velocity of money 's 
obtained from the separate velocities of active and hoarded money. Since on 
the one hand the velocity of active money can be assumed to be practically 2 


* Aside, of course, from the tautological and meaningless definition of this propensity in 
terms of the multiplier itself; cf. Angell, pp. 189-90. 
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constant through its being rooted in the payment mores, and since on the 
ther hand the velocity of hoards is zero, any change in the average circular 
velocity is normally caused by a change in the relative proportions of active 
and hoarded money. Thus Angell is able to relate changes in circular velocity 
‘0 the marginal propensity to spend (or hoard); and by reference to data 
beginning in 1899, to assign definite values to the latter through working out 
‘he average and marginal velocity figures. The results show a noteworthy 
long-run stability of average velocity and of the relation between money stock 
and income. Prior to 1929 the marginal and average velocities tended to close 
conformity at about 3 per annum; thereafter the average fell heavily to 1933, 
t again assumed relative stability at about 2.19; and the marginal veloci- 
ties, indicative of increased hoarding, in comparison to the averages respec- 
tively for 1929-33 and 1933-39 stood at 4.99 compared to 2.61, and 1.75 com- 
pared to 2.19. Aside from short period changes such as those of 1929-33, 
Angell’s equations permit the approximate forecasting of multiplier values. 
Finally, attention should be directed to his valuable distinction between the 
‘vertical” and the “cumulative” multipliers, referring to its value per unit 
of time and through infinite time, respectively, and to the contrasting values 
the latter under conditions of increasing, constant, and decreasing antici- 
pations (pp. 196-97). 

The noteworthy accomplishments of this analysis in relating the multiplier 
to the propensity to consume and in the statistical elaboration of this concept 
ire in no way impugned by three critical observations which follow. In the 
first place, the conventional implication seems to have been a multiplier in 
real terms, but Angell has omitted the method of deflating his purely monetary 
figures. Secondly, while Angell correctly objects to the Keynesian multiplier on 
the grounds of its assumed constancy of the marginal propensity to consume, 
it is curious that he holds it to be “rigorously correct” if the latter condition 
is realized (p. 193), when he has justifiably altogether repudiated the correla- 
tion of the multiplier to the propensity to consume. Finally, there is the ob- 
jection recently offered by Salant that the /ag of the income effects of new 
investment cannot be mechanically derived from a period of monetary circu- 
lation— unless, I might add, people have no hoards, cannot borrow, or do not 
anticipate” income. Otherwise an increment of investment at any point in the 
economy may give rise through favorable anticipations to an immediate in- 
crease of expenditures elsewhere, and thus to an immediate increase of income 
all the way around, 

[t is impossible to dwell upon the essays in the concluding three chapters, 
which in effect constitute a Part III on economic policies; just as it is im- 
possible for the reviewer to do more than recommend their sound judgment 
and careful elaboration. The data presented in the last essay upon defense 
financing are now obsolete, but the general argument as to the possibilities 
of marked price advances have been justified by the developments of the past 
year. The essay on “Government Spending and Business Cycles” (chap, 12) 
shows the theoretical possibility of a miscarriage of the policy (pp. 211-21); 
reviews the history of public spending since 1931, which revealed a failure to 
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prime the pump (pp. 221-34); and finally weighs the dangers of increasing 
public indebtedness and the eligibility of other cycle controls, such as taxing 
hoards, central bank devices, and stabilizing the supply of money. In the 
chapter on “Secular Stagnation and Government Policy,” Angell does no} 
agree with the thesis that secular stagnation arises from “an alleged lack oj 
investment opportunities in the purely technical sense,” a position which has 
also been ably represented by Professor Fellner and maintained by others. 
Angell objects that the closing of the frontier and the declining rate of popv- 
lation increase in the United States considerably antedated the onset of pro- 
tracted depression; he calls attention to the potentialities of investment jn 
new housing, and refuses to assume a prophetic réle as to a dearth of technical 
advances in the future. On the other hand, the obstacles to internationa] 
trade and finance and the developments under the New Deal adverse | 
private venture capital seem to him to be adequate to account for the hei. 
tancy of investment. The only regrettable omission is the adverse effect oj 
restrictive measures upon output, including government limitations and privat: 
monopolies. Professor Angell’s analysis of the causes of lagging investment 
merits the close attention of all students of the problem. 

Angell’s theory of business cycles, presented in the first seven chapters of 
the book, resembles Keynes’s more than Mitchell’s in its readiness to reduce 
the whole story to the movement of a very few aggregative variables, a char- 
acteristic which is set in relief by the use of a series of highly simplified quasi- 
historical graphs somewhat after the example set by Kalecki. The great variety 
of forces such as are involved in Mitchell’s description of the self-generating 
cycle, or in Haberler’s painstaking analysis of the stresses and disproportion- 
alities developing in revival or contraction and their complex interplay at the 
crucial turning points, gives place to the behavior of four magnitudes viewe 
mathematically as “functions” of anticipations—investment, consumption, in- 
come, and money balances. But saving, the chief devil in the Keynesian 
piece, plays no role nor do variations in the rate of interest. Initially (chap. 1 
both investment and saving are defined in an ex ante sense as schedules of 
demand for and supply of investment funds; thereafter a curve representing 
the equilibrating points of a series of such schedules is first labeled “D, S’ 
with a note (p. 25) to the effect that it carries no implication as to the equality 
or inequality of saving and investment, but later the function is called simply 
“investment.”’ Somewhere in the process ex ante saving and any possible 
contrasting behavior with ex ante investment get lost for the theory, though 
in a completely covert form they play a very significant réle in the behavior 
of hoards. Whether by accident or design the Keynesian propensity to con- 
sume also disappears;* indeed the diagrams (pp. 34, 37) show consumption 


| 


? William Fellner, “The Technological Argument of the Stagnation Thesis” Quart. Jour 
of Econ., August, 1941, pp. 638-52; Sumner Slichter, “The Conditions of Expansion,” 4” 
Econ. Rev., Vol. XXXII (March, 1942), pp. 1-21; Howard S. Ellis, “Monetary Polic; 
and Investment,” Am. Econ. Rev., Suppl., Vol. XXX (March, 1940), pp. 27-43. 

*Except when the author inadvertently uses this term when he actually means t 
employ his own concept of “propensity to spend,” e.g., pp. 97, 100, 258, 283. 


Ch 
TPA 
enne 
Kevyn 
minet 
i he 
ll equa 
rate 


BOOK REVIEWS 381 


acreasing more slowly than income as functions of rising anticipations up to 
ertain point, but thereafter more rapidly, the direct opposite of the Keynes- 
an supposition. 

Chapters 5 and 6, setting forth the reasons for abandoning interest rate 
variations as causally significant for cyclical variations, will puzzle many 
, reader. Angell distinguishes three concepts: (1) expected yields on new 
‘nvestment, (2) expected yields on existing assets, and (3) the interest rate, 
iefined as “the current” (or “the market’) rates of yield which can be ob- 
tained by the purchase of equities (or “physical assets”) at current prices. 
Keynes, he believes (p. 41), represents the amount of new investment as the 
result of an “equilibrium” (sic) between the first type of yield (“the mar- 
cinal efficiency of capital”) and the third type (‘the interest rate”); but, 
avs Angell, interest rates (3) are never except accidentally equal to (2) and 

fortiori are not equal to (1). “The potential purchaser’s actions are deter- 
mined by a comparison of expected yields on new investment and on existing 
assets, but not by a comparison of either of these with current market yields 

n existing assets.’ 

\ctually Angell’s (1), (2), and (3) are all the same, the marginal effi- 
ency or productivity of capital, and nowhere does he have a rate of interest 
as a contrasting concept. For surely it is the expected yield on new investment 
1) which sets the expected yield on existing assets (2), aside from the survival 

incorrect and by-gone evaluations on the latter which Angell nowhere pos- 
‘s; and as surely it is the expected yield on assets (1) or (2) which sets the 
urrent actual (or market) yield on existing assets (3), unless current valu- 
ations have no reference to the future, which cannot be Angell’s contention. 
The “interest rate,” as a contrasting concept, is not the yield on assets, present 

r future, but the return on a money loan (4). Yields on assets represent the 
roductivity or marginal efficiency of real capital (the “real,” “equilibrium,” 
r “natural” rate) in contrast to interest on fluid funds (the “money” rate, 
r in Keynesian terms, “the” interest rate). This is the necessary contrast 
vrhich has prevailed from the time of Ricardo through Wicksell to Keynes. 
Moreover, no one of these writers, including Keynes, maintained a necessary 
equality of (1) and (4), which Angell incorrectly described as (3): it was 
1 divergence which accounted for investment. And it is this divergence which 
s roughly indicated by the contrasting behavior of long-term bond yields and 
short-term loan rates, which is Angell’s only recourse to empirical data in this 
liscussion (p. 45, n. 1). 

\fter this unfortunate excursus into concepts, Angell touches—altogether 

) briefly (pp. 50-52)—upon the real reason for limiting the réle of interest 
rates in determining investment, i.e., the importance of other costs, and of 
variations in expected demand. Finally Angell objects to the Keynesian theory 
{ interest itself on the grounds that market rates and money stock do not 
move inversely, liquidity preference being constant, The present writer does 
not view the Keynesian theory as a complete explanation of interest, though 


P. 49. The italics are Angell’s, 
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liquidity preference is of course one element. But Angell seems to confyse 
changes in the liquidity function itself with movements along the schedule 
(pp. 62-63), which is what Keynes means by a constancy of liquidity prefer. 
ence; at any rate Angell accepts the Keynesian inverse relation of money and 
interest in an ensuing paragraph (p. 63, bottom). } 

The abstract theory of business cycles culminates in a “Description of the 
Cycle” (chap. 8), half of which pertains to the upper turning point (pp, 92. 
113), two pages to the lower turning point (pp. 113-15), and the rest to gen. 
eral observations on self-generation, exogenous factors, etc. And it is pre. 
cisely upon this much-emphasized upper turning point that the theoretica 
structure is weakest. According to one version (pp. 93-95), the downtum 
comes about “inexorably” (pp. 99-100) through three forces: (1) an adverse 
development of costs relatively to prices; (2) a short-run “saturation point” 
in particular fields; (3) the decrease of the marginal propensity to conswnm 
and increased hoarding. We learn later (p. 110) that this development is no 
inevitable; that for a time, so far as concerns force (2), investors may turn to 
other fields; by consequence, aside from rising costs (1), the over-all limita. 
tion comes in force (3). But so far as concerns hoarding, more particularl; 
he elsewhere argues convincingly that ‘“‘after the expansion is well under way 
people hoard little or none of any current increases in income but spend al 
of them either on consumption, or increasingly, on investment,” and even a 
temporary set-back will not prevent the maintenance of current consumption 
and programs of investment (p. 200, his italics). Indeed the most plausible 
hypothesis seems to be that the downturn comes in expectations, plans, and 
the placing of advance orders; the reduction of current spending (iz. 
hoarding) comes, as Angell proved statistically in The Behavior of Mone; 
(pp. 125, 126, 158, 159), “with or after, not before” the peak of most meas- 
ures of economic activity. 

Retrospectively over these chapters, the net yield for the development of 
cycle theory seems rather meager. Angell’s insistence upon the role of velocit; 
in increasing the amplitude of cyclical variations offsets the curious intransi 
geance of Keynesians upon this point; and he is right furthermore in his 
scepticism of the dominating position sometimes assigned to interest rat 
variations. The contrasting behavior of ex ante saving and investment maj 
have been overemphasized by certain schools, but it may be doubted whether 
it should be completely abandoned. For the rest, the theory consists essen 
tially in a rigorously simplified version of the acceleration principle and the 
introduction of “anticipations” as a uni-dimensional independent variable 
One is left wondering whether the simplified schemata do not sacrifice tov 
much of the descriptive and analytical value of the recent extended literature 
on these subjects. 

It is to be hoped that the reviewer’s lack of enthusiasm for one half oi 
Angell’s volume will not interfere with an appreciation of the really distin- 
guished services performed in the second portion. 

Howarp §. ELtis 

University of California 
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imerican Public Finance. By Witu1AM J. Suuttz. 3rd ed. (New York: 

Prentice-Hall. 1942. Pp. xxiii, 874, Trade edition, $6.00; school, $4.50.) 
In spite of the large number of pages in this book, when its format and 
the space devoted to tax forms in the Appendix are taken into account, it 
represents one of the briefer treatments of public finance now available. The 
feld, however, is covered in a clear and concise manner. Especially to be 
commended is the emphasis placed upon the constitutional and legal back- 
sround necessarily to be taken into account in the development of revenue 
systems. Ample evidence is presented that “judges are methodically ignorant 
{ what everybody else knows to be true.” The attention which is called to 
the problems arising from intergovernmental relationships is timely, since 
such problems will undoubtedly assume greater importance in the years im- 
mediately ahead. 

In some treatments the reader undoubtedly wi!l desire a fuller discussion of 
the economic consequences involved in addition to the treatment of adminis- 
trative problems which the author gives so adequately. For example, especially 
n these days of war financing, a more adequate treatment of the economic 

nsequences of taxation in comparison with borrowing as a method of 
financing an emergency would be he'pful. The question may be raised as 
to why a chapter should be called Highway Taxes when other chapters are 
alled Property Taxes, Income Taxes, etc. Certainly highways have not been 
used as a base for taxes, but taxes levied upon other bases have been spent 
for highways. Other questions, such as using cost as the distinguishing char- 
icteristic between a tax and a fee, might be raised, but they would deal with 
tails rather than with the main purpose of the book. In this treatment of 
erican public finance, Professor Shultz has performed a commendable 


MERLIN H. HUNTER 
University of Illinois 


Money and Banking; Short-Term Credit 


Exchange Control and the Argentine Market. By Vircit SALERA. Stud. in 
hist., econ. and pub. law no. 485. (New York: Columbia Univ. Press. 1941. 

Pp. 283. $3.50.) 
rhe history of exchange control in South America offers a rich field for the 
economist, but up to the present, literature in English has dealt almost ex- 
lusively with European experience. Dr. Salera’s pioneer study traces the 
‘evelopment of Argentine exchange control from its beginning in October 1931 
the middle of 1940. Argentina abandoned the gold standard in December 
1929 and for nearly two years had a free exchange market. The immediate 
casion for the establishment of exchange control was not a flight of short- 


érm capital of the panic type so common in Europe in that period, but the 
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withholding of their foreign bills by the great cereal export houses, with 
a consequent reduction of the supply of exchange. 

In its original form Argentine exchange control involved no discriminatio; 
as between countries, but inside of two years it became a means of flasren: 
discrimination against American trade, British exporters had been stead}, 
losing out in Argentina, largely to American exporters, but the United King. 
dom continued to be the best customer of Argentina, and in the late 1920’; 
and early 1930’s British imports from Argentina had been over twice jt: 
exports to that country. With the adoption of protection in Great Britain jn 
1931, and the trend toward Empire bilateralism represented by the Ottawa 
agreements, Great Britain, by threats and pressure that savor far more oj 
rough-handed German methods than of the English tradition of commercia| 
policy, forced Argentina to discriminate against American trade in favor oj 
British trade. This was done by granting exchange for imports from Great 
Britain at a lower rate than for imports from the United States, by surcharges 
on American imports, by purchases by government agencies in Great Britain 
at substantially higher prices than those quoted in the United States, and by 
import quotas. 

Salera thoroughly documents his thesis that the British were largely re- 
sponsible for pushing Argentina to its extreme forms of bilateralism. Thos 
who think of German bilateral trade policy as the principal obstacle to th 
acceptance of the Hull trade policy in South America will find this account a 
revealing and perhaps a disillusioning one. Salera’s conclusion is that Argen 
tina is not likely to return to a nondiscriminatory commercial policy by 
British initiative (p. 245), but that the United States, by its tariff policy, 
and a relaxation of the present arbitrary quarantine regulations, could re- 
duce Argentina’s dependence on the British market, and play a positive rile 
in bringing an abandonment of narrow bilateralism in South America. 

Salera makes the well-taken point that Argentine exchange control can- 
not be appraised in terms applicable to European experience, and states that 
“there has not been the slightest attempt to pervert exchange control to th 
furtherance of totalitarian ends” (p. 253 n.). The study also indicates littl 


attempt to use exchange control as a substitute for tariffs in building up local 


industries. 


The story that Salera tells is well worth telling, and the book represents 
careful research and competent analysis. It is unfortunate that the manu- 


script was not subjected to a rigorous editorial revision before publication 
As it stands, the ponderous style oversteps even the standards charitabl; 
applied to doctoral theses. References to British and American exports 
to Argentina as “originations” (p. 239); “the proliferation of discriminator) 
preferences” (p. 147); an “unwithstandable” temptation (p. 177); pes 


appreciation “inexorably on the march” (p. 185); the authorities that had 
“given birth” to a classification (p. 221); and “the maintenance of a dual 


market type of exchange control in the free market of which the whol 


gamut of transactions might be consummated” (p. 201), are a few samples 


of what the reader faces if he is to battle his way through the book. 
FRANK WHITSON FETTER 


Haverford College 
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ion Currency and Banking. By B. R. SHENoy (Madras: Longmans Green. 
+1. Pp. xl, 300.) 
This book dealing with the history, institutions and problems of Ceylon’s 
urrency and banking is designed for students of monetary problems not only 
the island of Ceylon but also in a general way of India. While there is a 
large amount of literature discussing the problems of Indian money 
anking, there has been no complete and scientific study of Ceylon’s 
netary problems, Ceylon, though not under the government of India, has 
ested in the shadow of her great neighbor. Recently, however, since she was 
placed upon the agenda of Japan’s aggressive expansion, keen interest has 
een evinced in the peoples and problems of the island which has a popula- 
n as large as that of the continent of Australia. While this book does not 


uss the political institutions and economic problems of the island, the 
treatment is broad enough to indicate the general economic problems of 
Ceylon. In this respect it fills a long felt gap. 
The first two chapters, nearly forty pages, trace the island’s currency his- 
ry, embracing the successive rule of native, Portugese, and Dutch adminis- 
rations. The author in his Preface expresses his hesitation in retaining this 
material in the book. While it is true that the subject matter concerning the 
genesis and growth of the currency system is the special concern of the 
reader and serves as a desirable introduction for the currency system that 
ts now under the British rule in Ceylon. 
lhe next two chapters deal with the monetary problems that the early 
British rulers were confronted with and how they attacked them. There is 
a discussion here of the events that led to the appointment of the Swettenham 
‘urrency Commission of 1869 and the Lascelles Currency Commission of 
)2, their respective recommendations and the government’s action thereon. 
lhe filth chapter enquires into the island’s paper currency. 
lhe three succeeding chapters present an able and interesting exposition 
f the banking systems and problems in Ceylon. The exchange banks, the 
stock ba:.ks and the indigenous banking—all receive due atten- 
\ll the exchange banks in the island are entirely British, unlike India 
re there are several non-British exchange banks. Apart from the branches 
the Imperial Bank of India and the special position of the Reserve Bank 
{ India, in Ceylon, there is only one Indian joint stock bank in Ceylon. The 
iuthor has dealt briefly with Chettiar banking in Ceylon. The Chettiars of 
South India form a commercial caste and are a banking community. They 
ive done pioneering work in this direction in most Asiatic countries. Ac- 
tding to some critics they are very welcome since they provide cheap 
hort- as well as long-term credit. Others consider them unscrupulous exploit- 
There has never been a scientific and impartial study of their banking 
methods in the light of modern conditions. I wish the author had given more 
‘pace to this question, since the foreign student is more interested in this 
nstitution than in the joint stock and exchange banks with whose operations 
he is more familiar. It would also have been well for the author to explain 


indian terms, such as Hundis, for the benefit of the American student. 
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The last two chapters deal with the (Draft) Paper Currency Ordinance o; 


1939 and the present position of the Ceylon rupee and its relation with the 
Indian rupee and British sterling. The book closes with an excellent djs. 
cussion on the case for and against the creation of a central bank for Ceylon, 
The present exchange control regulations of the island, introduced to mee; 
the war situation, form the subject of an Appendix. Sir Cecil H. Kisch recom. 
mends the book in his Foreword. 

The author, a graduate of both an Indian University and the London 
School of Economics, is now a lecturer in economics at the Ceylon University 
College, Colombo, and as such is well qualified to write this book. This 
study, the first of its kind for the island, is scientific, clear, and informative 
and as such is a welcome addition to the meagre literature on the monetan 
problems of countries in the East. , 

S. CHANDRASEKHAR 

New York 


Business Finance; Insurance; Investments; Securities Markets 


The Investor and the Securities Act. By HomMER V. CHERRINGTON. (Wash- 
ington: American Council on Public Affairs, 1942. Pp. x, 253. Cloth, 
$3.25; paper, $2.50.) 

Dr. Cherrington, professor of commerce at the University of Iowa, has 
limited his examination to the Securities act of 1933, the so-called “Truth in 
Securities Law.” Although he recognizes the disadvantage of the private 
investigator who does not have access to the files of the Securities and Ex- 
change Commission, the author thinks it worth while to use the available 
information for an appraisal of the law and its administration to date. 

The book opens with a discussion of the evils which were responsible 
for the legislation. The closing chapter reviews the results of the legislation 
in relation to each of these practices, Other chapters deal with the proposals 
for reform prior to 1933, and an outline of the provisions of the law and 
the work of the Commission. A brief examination of the British experience 
is sandwiched in between these chapters. The remainder of the book sur- 
veys the most significant forms of misrepresentation with which the Com- 
mission has been confronted; the position of underwriters and the problem: 
of underwriting; and the responsibility of accountants under the Commis- 
sion’s rules and decisions. The material is well selected, and the presenta- 
tion is clear; the treatment, in spots, is sketchy. The book also suffers 
from the effort to assess the relation of government and the investor without 
considering the pertinent legislation in its entirety. 

The comparison of the Securities act and the English experience is service- 
able. It shows how much further we have gone in our attempt to protect 
the investor. Perhaps our tardiness explains the difference. There is an in- 
teresting recital of some of the earlier and generally forgotten suggestions 
for reform in the financial world. Omission of the late Justice Brandeis’s work 
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‘) this direction seems strange. The treatment of such topics as “beating 
oun” in the sale of securities and private placement is realistic. The author 
vems to take no definite position with reference to the waiting period. 
He perceives the irony implicit in barring the small buyer—both institutional 
and individual—from investing in the many high-grade issues sold privately 
‘o large institutions in increasing volume. Dr. Cherrington, however, pro- 
iuces no evidence that this tendency has arisen solely out of the provisions 

‘ the Securities act. The litigation in connection with the liability of under- 
writers does not seem to justify the impression that the provisions of the 
law are unduly harsh. 

The letter of deficiency requesting amendments in registration statements 
is a potent instrument of administrative policy. The Commission has discretion 

decide whether or not amendments may postpone the effective date of the 
registration statement. Yet, as the author points out, in the absence of a 
formal dissent, it is not ordinarily possible without examination of amendments 

) individual statements to determine how the Commission has handled the 
particular deficiency problems (p. 139). He remarks: “A democratic so- 
ciety is in a potentially dangerous situation when the policies of an adminis- 
trative agency which has far reaching power to regulate capital markets can 
be known only by those who are on the inside.” No alternative is proposed. 
The suggestion is made that the Commission should go further in providing 
nvestigators with information, since they are confused by the prolixity of 
‘he usual prospectus. Dr. Cherrington thinks that investors inescapably tend 
) regard the registration of securities as evidence of the Commission’s ap- 
proval, 

I must take issue with the conclusion that the flotation of new securites 
by small corporations has been severely handicapped by the costs growing 
ut of the requirements of the Securities act. This is a hardy myth, The 
exemptions of small issues are duly described by the author (p. 108). The 

sts of flotations of relatively small issues shown in detail in the published 

ies of the Commission prove conclusively that by far the greatest item 

f expense is the underwriting fee, or selling commission. The costs of regis- 
tration, including legal, accounting and engineering expenses, are small. 

The book contains an index and a bibliography. Unfortunately, the recent 
hearings on amendments to the Securities act before the House Committee 
on Interstate and Foreign Commerce on H.R. 4344, etc., have added sub- 
stantially to the data which could have been used. Nevertheless, this study 
will serve those who wish to consult a brief, general survey. 

L. WEISSMAN 


tne 


New York 


he Voting Trust: A Device for Corporate Control. By JoHN ANTON 
Leavitt. (New York: Columbia Univ. Press. 1941. Pp. 216, $2.50.) 

he amount of economic literature devoted to the voting trust has always 

en relatively limited. The appearance of Mr. Leavitt’s book is therefore 
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welcome, although it does not pretend to be a treatise on the subject no; 
within its modest scope is the treatment free of certain shortcomings, 

The primary concern of this study has been to examine the voting trys 
in relation to the locus and administration of control within the corporation 
The voting trust is depicted as a device whose prime characteristic js the 
“fixing” of control in the hands of a specific group—a result which is achieved 
by an exchange of stock for trust certificates between stockholder and trustees 
whereby the former relinquishes to the latter his right to vote. Sometimes this 
amounts only to perpetuating the control already exercised by a managemen; 
group; on other occasions the control may actually pass from one group t 
another before it becomes crystallized. Aside from two brief chapters on 
history and legal status, the author has devoted his attention largely ; 
exploring the nature of this device, the methods by which it transfers ang 
fixes control, and some of the implications of its adoption, 

In one chapter, for example, are described in unusual detail the provision: 
which have customarily comprised the voting trust agreement. Included are 
over twenty subjects, covering everything from the preamble down to the 
various methods by which a trust may be terminated. Another chapter | 
devoted to a consideration of the uses for the voting trust. A group foun 
to occur most frequently are those associated with corporate reorganization 
at which time prior creditors or bankers often insist upon the creation of a 
trust in order that they may be assured of the quality and stability of th 
management until the enterprise is thoroughly rehabilitated. Its applicability 
to new corporations and to public control of old ones (¢€.g., to expedite the 
dissolution of a combination) is also considered. The positions of the trustee 
and of the security holder are accorded consideration in two additional chap- 
ters. On the one hand, the trustee is found seldom to be a heavy stockholder 
frequently to represent banking groups, and to have interests not necessaril; 
identical with those of the corporation. The stockholder, on the other hand, 
having forfeited his franchise, is no longer able to protect his interests against 
possible encroachment nor even to inform himself as to whether they are in 
jeopardy. 

The voting trust is thereby demonstrated to be one more device for sep 
arating ownership and control of corporations and concentrating that control 
in relatively few hands. It not only offers no guarantee of sound management 
it openly invites abuse. Accordingly, if its use is to continue, the author rec- 
ommends a more careful regulatory policy, especially in the direction 
securing a shorter life for the average trust, providing more publicity con- 
cerning trust activities, and reducing the immunity of the trustees. 

Restricted though the scope of this study is admitted to be, it leaves much 
to be desired both in form and content. The general structure could hav 
been considerably improved by the inclusion of a concise introduction, by the 
relegation of countless illustrative cases to footnotes or summary tables, and 
by more careful organization throughout. Among the more noticeable sub 
stantive shortcomings are a failure to give sufficient attention to the real 
estate trust and a tendency to provide categorical answers to many of the 
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,es raised when a further resort to facts seemed warranted. Nevertheless, 
his volume contributes some very worth-while exploratory and taxonomical 


JAMES B. ECKERT 
Washington, D.C. 


the 

“ Securities Market and How It Works. By Birt E. SHuttz. (New York 
- nd London: Harper. 1942. Pp. ix, 433. $5.00.) 

— Stock Market. By CHarLtes Amos Dice and WILFORD JOHN EITEMAN. 


2nd ed. (New York and London: McGraw-Hill. 1941. Pp. xvi, 486. 
$4.00.) 

The Securities Market and How It Works is an outgrowth of the course 
recently given by the New York Stock Exchange Institute for em- 
es of the Exchange. A more advanced text than its predecessor, Stock 

ce Procedure, the present volume is designed to cover the more “fun- 
amental and technical’ aspects of the securities market. It is especially 
addressed to those engaged in some phase of the securities business and their 
tomers as well as providing a text for college classes. The editor and senior 
hor was formerly director of the New York Stock Exchange Institute, the 
decessor of the present New York Institute of Finance. As collaborators 
he had certain members of the institute staff and individuals connected with 

jinent brokerage houses. 

\Ithough there is no such formal division, the treatment falls logically into 

hree parts. The first deals with the history and functions of the stock ex- 
especially the New York Stock Exchange, history and procedure 
sting securities, and types of sec. rities and their flotation. The second 
vision has to do with the procedure of trading in stocks and bonds on the 
i the Exchange, covering such items as the execution of orders, special- 
\ld-lot trading, short-selling, etc. The third division treats of the proce- 
re in the brokerage office in connection with customers’ orders and accounts. 
lains the mechanics of opening and handling of accounts, commissions 
taxes, preparation and analysis of the customer’s statement, margin 
regulations and practices, clearance and delivery of securities, etc., while also 
giving an introduction to financial statement analysis. A concluding chapter 
eals briefly with some current problems of the Exchange. 

Every step in the complicated procedure of the security markets is ex- 
plained in pointed detail and clarified by innumerable illustrations. One gains 
the conviction as he reads that here, for the first time, is available a thorough 
ind authentic treatment of the technical business and procedure of the securi- 
ties markets written from the inside. It deserves to succeed all previous books 

a similar nature. 

\t the end of each chapter is found a list of questions and tests especially 
ned for candidates for employment or promotion within the sphere of 

the brokerage and exchange business. To many readers this volume will come 
s a revelation of things long desired but until now unobtainable. 
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The Stock Exchange is a second edition of the senior author’s earlier wor, 
of the same name and follows in its chapter headings the plan of the firs; 
edition. One more chapter on “The Price of Stocks” is added. 

The reader will welcome a more than doubling of charts and figures, whi 
noting the omission of numerous tables found in the first edition and also , 
contraction of the Appendix on “Stock Market Terminology.” Illustratiye 
material has been brought down to date, which adds freshness to the treat. 
ment. 

The volume, like the first edition, is written from the customer’s point oj 
view and deals not so much with technical procedure in the mechanism o; 
the market as with the relationship of the customer to the market. Interes; 
is maintained in security price movements as exemplified on the exchange 
The analysis of causes, however, remains restricted as in the first edition, 

In the final chapter (which is new) the traditional theory of the relation. 
ship of price to earnings is treated but too briefly and inadequately, as ar 
also the principles of growth stocks and leverage. More valuable is the ney 
material dealing with manipulation and the federal acts of 1933 and 1934 
relating to securities and exchanges which has been included. 

J. E. Krrsuman 

University of Nebraska 


Public Control of Business; Public Administration; 
National Defense and War 


The New Economic Warfare. By ANTONIN BascHu. (New York: Columbia 
Univ. Press. 1941. Pp. xvi, 190, $1.75.) 

This series of lectures delivered at Columbia University in the summer of 
1941, is a broad and not very analytical discussion of war economics, totali- 
tarian organization of economic affairs, and world politics. One chapter (the 
fourth) is devoted to the topic announced on the cover: economic warfare 
The most valuable parts of the book are the descriptions of economic policies 
of nazi Germany and Great Britain. While the specific problems of the war 
economy are well seen, the fundamental economic changes of our time, which 
form the framework of the present experiments in war economics, do not 
find clear recognition, and little is done to give a meaning to the observed 
failures and successes. 

In the first chapter, dealing with economic preparation for war, Dr. Basch 
limits the discussion to the preparations of nazi Germany and the explanation 
of their success. The economic causes of war receive a very superficial treat- 
ment, The author points to a list of maladjustments in international trade 
relationships before the present war; but he does not seem to see aly 
logical connection between the spirit of the Versailles Treaty and the eco 
nomic and political conflicts that developed. Given a longer lease on time, 
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Basch argues, the ideas of Versailles might have led to a workable world 
first 


-ystem: unfortunately, their execution was “handicapped by all the reper- 
cussions of the war” (p. 4). 

" This argument seems futile. If a political world system meets the problems 
; the time, it will scarcely need more than twenty years before it begins 
manifest its power. The conditions created by the treaty favored the de- 
velopment of rivalries and new conflicts, and there is only too much agree- 
ment between its spirit and the futile attempts of the victorious powers to 


while 
also a 
rative 


treat- 


nt of smother the explosive forces in the world while providing new fuel for them. 

= « Firmly anchored in the Treaty of Versailles were the policies to rebuild a pow- 

erest erful German capitalism while withholding from its masters a share in the 

ange. ruling of the world, to erect a barrier of satellite states around Germany 

“ without providing for their prosperity, and to liberalize the colonial system 

ae without heeding the demands for industrialization and political independence 

" ‘ the colonial peoples. After these policies had developed their full effect 

_ and the great depression had disintegrated the leading nations, the nazi 

193 nlan of world conquest and its early successes were a logical development. Dr. 

Basch limits himself to observing the outcome of this process. The absence 

™ f concerted opposition to nazi expansion, its temporary encouragement by 
democratic” diplomacy, remain as unexplained as aggression itself. 

Chapter 2 gives a summary of typical problems of the war economy. Dr. 

Basch stresses the impossibility of carrying on total war without drafts on 

lian consumption and the nation’s material wealth, and shows the 

mited usefulness of anti-depression policies in wartime, when the achieve- 

men t of victory is the supreme goal. He sees no way in which the principles 

f private business can cope with the war situation: “All productive equip- 

bia ment, a'l industry, is to be treated as if it were one big enterprise governed 

from one place and by one set of principles” (p. 69), a condition which he 

al es already reached by Germany and Great Britain in the present war. Careful 

ali. students of war economics will agree with these observations. 

the One minor point may be raised in connection with this chapter. Although 

= the state assumes the réle of a monopolistic supplier in certain fields, one won- 

- ders how ‘monopolistic price theory may be applied in determining optimum 

om prices . . . under which the national economy would best meet the war re- 

rt quirements” (p. 49). Does Dr. Basch propose that the British government 


sell wheat to the people at prices that net a maximum profit to the treasury? 
Perhaps, the author has been thinking of monopsomy rather than monopoly; 
rational monopsonistic policies may be very useful! if applied by the procure- 
ment agencies of the military forces. 

Chapter 3 gives an account of important features of the British and German 
war economies, and chapter 4 discusses economic warfare. Some important 
lacts are clearly seen, Dr. Basch states that Germany’s “economic position 
as a whole, even for a long war, was .. . stronger than in 1914” (p. 129). 

his seems to refer to the end of 1940.) Systematic preparation and organiza- 
tion of available resources, military strategy determined by the principle of 
speedy successes over one enemy after the other, efficient exploitation of 
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conquered territories brought about this result. Although it is far from 
being a consumers’ paradise, nazi Europe cannot be conquered by economic 
strangulation, useful as this method remains as a companion of militar, 
blows. 

The author arrives at the conclusion that structurally the German ang 
British war economies show a great deal of similarity. Both countries adopted 
anti-inflationary fiscal and price policies. The remaining differences between 
the two systems can be explained—to some extent—by the delay in the 
starting of the British war economy. 

There are a few minor points in the discussion of the German war economy 
that may attract criticism. The réle of price control in the German wa; 
economy seems somewhat exaggerated when described as “the most im. 
portant item in the general policy and especially in war financing” (p, 74 
Given the immediate control of industrial production by the state and the 
existing fiscal policy, price control appears of comparatively small im. 
portance. It might better be described as an auxiliary tool. 

Although Dr. Basch recognizes the comprehensive economic control power 
of the nazi government, he expects trouble from the huge savings deposits 
that are accumulating in Germany. True, if the immense blocked purchasing 
power were suddenly released, it would upset the markets for consumption 
goods. But are there any reasons to suppose that it will be let loose during 
the war? And if the release takes place after the end of the war, is it so difi- 
cult to bring about a gradual transition? At present, at any rate, one can 
hardly agree with Dr. Basch that these savings indicate a serious weakness 
in Germany’s noninflationary financial policy; they are one of its main 
pillars. It seems that the inflationary dangers inherent in the increase of th: 
Reichsmark circulation are similarly overrated. If we are interested in finding 
real instead of imaginary weaknesses of Germany, we should turn to an 
analysis of transportation and other practical problems of the nazi war 
economy. Dr. Basch’s book, unfortunately, does not give much help in this 
direction. 

Chapter 5, “From War to Peace,” is devoted to an examination of nazi 
plans for the post-war world and reflections about democratic peace plans 
The problems of transition from war to peace are scarcely touched. The 
best part of this chapter is the matter of fact account of the nazi schemes and 
their partial realization in the occupied countries. 

The criticism of the nazi scheme is extremely weak. It is said to be 
“materialistic,” not to respect “basic human rights”; but there is little abou! 
the problem of its compatibility with the trends in the world economy. 
The juxtaposition of a “free world based on an international exchange of com- 
modities and following fundamental economic principles . . . a world in which 
the principle of legality must be made to prevail again” does not add to the 
force of the criticism of the “New Order.” What type of international society’ 
What fundamental economic principles? Whose laws? 

Dr. Basch does not choose to answer these questions, except by referenc: 
to an old political scheme and a very vague program. The old political scheme 
is the federation of the Danube countries, an idea once held dear by French 
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ernments, some of the states of the Petite Entente, and cherished up to 


avs by the house of Hapsburg. This idea never seemed to satisfy all 
; the nations involved; it was discarded time and again in the twenty years 
lowing Versailles since it never found the powerful sponsor that could 
‘t into practice and maintain it against the opposition. Moreover, this idea 


Lilt 


wi provided a solution to the basic European problem, which is the prob- 


; Germany. The same is true for the Oslo block which Dr. Basch 
ms to recommend for resuscitation. If the “United States of Europe’’ do 
provide a solution, as Basch intimates, only a still larger block of 
ed nations will, Regional sovereignties within Europe belong in the pre- 


nited 


airplane age. 


Dr. Basch’s economic program is neither new nor realistic. It aims at a mar- 
ve of state control and capitalism in which both spouses are expected to 
on supreme. In the “negotiated free economy” that he proposes, the state 


; supposed to prevent unemployment while private enterprise governs the 


mainder or, as Dr. Basch says, the major part, of economic life. This looks 
ke the old devil in new disguise. State interference designed to prevent 
nemployment effectively means state control of production and investment 


anning. Fiscal and monetary policy will do only as long as the government 


es not feel under an absolute mandate to do away with unemployment. 
nly if the state is willing to risk the recurrence of depressions, can it leave 
he planning of production with uncoordinated corporate and governmental 
gencies. Private capital does not flourish in the atmosphere of “limited” state 


nterference where it is supposed to assume risks without holding the su- 
preme command. The result of this form of arrangement is too fresh in 


ople’s memory to make the plan respectable: government hamstringing 
usiness, and business hamstringing government. How the two rivals that 
nd to paralyze each other in protracted struggle can be turned into an 


efficient team, Dr. Basch fails to show. He refers the problem to the demo- 


ratic nations. 
In some places it seems that Dr. Basch would be quite willing to give the 


state the first and last word in economic decisions; but in deference to a 
vague concept of “liberty” he holds back with an unequivocal statement. There 
ire other instances, however, where the author seems satisfied with such 


eak arguments against government planning as the “absence of a code of 
alues” or the failure of certain governments in economic tasks, governments 
t were unprepared, unwilling, or unauthorized to do the job. 
Horst MENDERSHAUSEN 
Bennington College 


and the Aftermath. By PERRIN STRYKER (Boston: Houghton Mifflin. 
1942. Pp. viii, 157. $1.75.) 
The author, a former feature writer for Fortune magazine, attempts to 
ver, in breezy fashion, five topics: (1) industry’s war record during 1917- 
‘5, (2) technical information on mass production of war implements, (3) 


possible post-war results of plant expansions, (4) a report on the “various 
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1941 attitudes of manufacturers toward war business and their opinions about 
the future,” and (5) suggestions as to “the intentions of the Governmen; 
in a post-emergency world” (p. 20). 

Stryker finds ample evidence in the experiences of World War I to demop. 
strate that construction, conversion, and operation of plants devoted to pro. 
duction of war goods divert resources from the civilian sector of the economy 
In spite of this obvious lesson, he regards the present task of equipping boo 
“defensive” war as a load to be superimposed upon industry’s normal pr. 
duction schedules. There is, moreover, a tendency to identify industria] ef. 
ciency with the number of operations carried on under one roof. The difi- 
culties involved in subcontracting are, accordingly, emphasized and the nee; 
for parceling out tasks belittled. 

Regardless of the government’s offer to buy specialized equipment te. 
quired for war production, some business men, Stryker finds, spurn the risks 
of entering new and perhaps temporary lines of production, They do no 
want to manufacture war implements according to confusing specifications 
at a time when their usual wares can be sold through the regular channel 
of trade at prices bolstered by the rising volume of income paid out by ad¢- 
venturers who have taken war contracts. For these producers of war goods 
the author foretells a doleful future. To admonish his readers about the 
problems of post-war industrial adjustment, he summons the specter of stark, 
bleak and idle factories. Consequently, these “‘excess”’ plants will have to be 
sterilized in order to preserve the processes of “orderly” marketing. Business 
men, apparently, have not heard and do not act on Hansen’s thesis* that the 
nation’s entire productive resources and abilities can be employed to rebuild 
our capital equipment and to achieve a high level of real income for civilians 

The author’s formulation of problems connected with the future relations 
of government and business appears garish to the extreme. He envisages a 
‘““nost-emergency government” dominated by Isador Lubin and Leon Hender- 
son, signers of the minority report submitted by the T.N.E.C. Another 
bogey on the horizon is government control in behalf of the consumer. “Fed- 
eral concern for the consumer promises to be one of the major characteristics 
of the future New Deal. . . . For once the government takes the consumer 
under its wing; it will have to abandon its traditional role as the protector 
of the maker and seller” (p. 151). Stryker manifests little consciousness o/ 
responsibilities to rehabilitate a war-sick and poverty-ridden world. The only 
indication, indeed, comes by way of a suggestion that producers of peace- 
time goods at war’s end are going to get an immense tactical advantage 
over their rivals in the scramble for markets. This time advantage, coupled 
with mercantilistic practices, may fix the industrial pattern and secure ‘or 
decades the gains obtained through initial penetration of markets. 

Considerable weight should be attached to this book as an expression 0! 


* Alvin H. Hansen, After the War—Full Employment (Washington, 1942), No. 2 in the 
National Resources Planning Board series, Post-War Planning. Also A. H. Hansen 4 d 
C. P. Kindleberger, “The Economic Tasks of the Post-War World,” Foreign Affairs, \ 
xx, Apr., 1942, p. 466. 
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; American industry. Stryker’s report, together with the revelations of the 
Truman Committee, troubles those who are convinced that nothing less than 
3 desperate production drive can supply in time the tools required for military 
victory. This is a book, then, to read for a point of view, and, like some 
ther influential books extant today, not to be judged entirely by the con- 
istency of its argument. 

WILLIAM BRAY 
Cornell University 


Industrial Organization; Price and Production Policies; Business Methods 


Hollywood: The Movie Colony, the Movie Makers. By Leo C. RostEn. (New 
York: Harcourt-Brace. 1941. Pp. x, 436. $4.00.) 

Mr. Rosten, with the help of a large grant from the Carnegie Corporation 
nd the Rockefeller Foundation and a staff of ten assistants, has given us a 
delightful and penetrating account of the social and professional life of the 

ving picture capital. During three years of investigation in Hollywood he 
gained a wide entrée. On the basis of this experience he gives a vivid picture 

f the work-patterns, customs, and attitudes of the more prominent groups 
in the industry. This volume describes the life of the movie colony and 
analyzes in detail the characteristics of the producers, directors, writers, and 
actors. A future volume is to include an economic analysis of the industry 
and a discussion of its labor relations. The present volume is a social anthro- 
pological study of Hollywood on the “Middletown” pattern, and I shall leave 
an evaluation of it as such to scientists in that field. 

\n interesting chapter on “Politics over Hollywood” includes a description 
f the depths to which the movie producers sank when they tarnished their 
silver screens with fabricated newsreels against Upton Sinclair during the 

ilifornia gubernatorial campaign in 1934. Had the chapter been written 
i few months later it would probably have contained an account of the ill- 
starred congressional investigation of alleged pro-war propaganda in movie 
plays and of the misuse of the newsreels to present far-fetched arguments 
against compulsory joint income-tax returns. If these cases had been in- 
cluded, the author might well have been led to conclude that the producers’ 
abuse of their power to influence public opinions has been limited chiefly to 
issues directly affecting their personal financial interests. 

_ Economic interest in the volume centers chiefly in the chapter on “The 

Pree. ’ Rosten gives the size and number of the big incomes. While 
ling any intention of discussing the reasons for the high salaries, he 
appears to attribute them to the profitability of the industry and the box-office 
value of scarce talent. “Movie profits go to the elite—in Hollywood and 
New York—and not to the stockholders. . . . Management gets big money 
lor itself and big money for the talent it employs” (p. 86). The economic 
justification for high salaries to able producers is supported by an analysis 
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of 39 pictures, indicating that “in well over half of the cases, the higher th. 
salary of the producer, the higher the net profits to the studio from the 
pictures which that producer made” (p. 277). It is questionable whether this 
analysis is sufficiently conclusive to warrant publication. Another instance “ 
extensive analysis of inadequate material is the dissection of the persona| 
expenditures of sixteen individuals. On the whole, I think the author sym. 
marizes the spending habits best when he quotes Ken Murray: “Hollywood 
is the place where you spend more than you make, on things you don’t nee; 
to impress people you don’t like” (p. 103). 

The chief weakness of the book comes from a labored attempt to make 
it scientific, which, so far as an economist can judge, results rather in making 
it pseudo-scientific. Rosten has taken his measuring rod into every cranny 
of Hollywood, and cluttered some parts of his otherwise fascinating book 
with insignificant data. Appendix H gives, for example, a statistical analysis 
by sex, age and location of persons whose fan letters were received during on: 
month by one actor and one actress. Postcards constituted just 66.8 per cen 
of this correspondence. What social scientist has been eagerly awaiting this 
source material? The general discussion of the content of the correspondence 
is much more illuminating. 

Rosten deluged Hollywood with questionnaires. The answers enabled him 
to analyze statistically the producers, directors, writers, and actors with ref. 
erence to their age, birthplace, education, experience, earnings, marital histor 
and professional attitudes, Those in each occupational group who replied 
the questionnaire constitute the sample, which is checked for representative- 
ness. But many persons included in the sample did not answer all the 
questions, and doubts arise that the returns for particular questions constitute 
representative samples. After readinz Rosten’s questionnaires one can onl) 
marvel that he received as many answers as he did. 

The book is very well written, except for a few instances of carelessness 
The number of movie theaters, for example, is variously given from different 
sources as 15,115 and 17,000. In giving data per person and per family, a 
ratio of 5 to the family is used in one case and 3.77 in another. And in the 
text it is stated that 47.4 per cent of 251 actors finished high school but ¢ 
not attend college, whereas the data in the Appendix permit one to calculat: 
that 26.89 per cent of the 47.4 per cent did not complete the four years. 

This volume, in spite of occasional overdevelopment of quantitative meas- 
urement, does give a vivid and clever account of work and play in the movie 
capital. There are probably few other people that could have seen behind the 
facade of Hollywood as penetratingly as Rosten has done. It is to be hoped 
that he will complete his second volume, using the material he has gathered 
on the economics of the industry, as soon as he can be spared from his 
present position as Director of the Motion Picture Section of the Office 0! 
Facts and Figures. His characterization of the industry as geared to a mass 
market but unable to use the methods of mass production holds promise 0! 
some interesting analysis. 

W. H. McPHERSON 

Oberlin College 
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Marketing; Domestic Trade 


Varketing. By FLoyp L, VAucHAN. (New York: Farrar and Rinehart. 1942. 

Pp. xi, 639. $3.50.) 

Yet another textbook in marketing! The need—if indeed there be a need— 
according to the author, Professor Vaughan of the University of Oklahoma, 
‘; for a treatment that emphasizes “principles rather than technique” and 
that proceeds primarily “from an economic rather than an acquistive point 

‘ view.” Complaint about high marketing cost and consumer insistence upon 
more information about the quality of products bespeak the importance 
‘ the economic approach. This treatise aims to analyze from an economic 
point of view the reasons for the relatively high cost of marketing and to offer 
suggestions as to what may be done to increase market efficiency. The book 
meets this test to a reasonable degree. The author presents the usual 
features of marketing in an orthodox but adequate fashion and in the final 
chapters of the volume he gives sound explanations for higher cost of mar- 
keting than of manufacturing and advances recommendations for dealing 

th the situation in the light of accepted econcmic principles. Herein lies the 
hief merit of the book. 

Like any freshly printed text in a field that is changing so rapidly as that of 
marketing, the book has the added merit of presenting the most recent 
idvances in technique. Such developments as the super-market (pp. 225- 
227) and the agricultural legislation of 1936 and 1938, which seek to restrict 
the output of farm products in order to raise prices (p. 309), are well 
treated in the text. Another good feature is the questions and problems ap- 


pended to each chapter for class discussion. 
rhe book is divided into six parts. Part One gives the approach and dis- 
Snes usses the psychology of human wants. The next six chapters (Part Two) 
ferent lescribe the orthodox functions of marketing. Of the various approaches to 
ily, a the study of marketing the author pays his respects to the functional approach 
in the “the most important” (p. 10). But subordinate to the functions at any 
it d given time, it is important to know “the psychological appeals, physical 
culate ities, mediums, and practices in marketing.” Accordingly, Part Three 
escribes the mediums that perform these functions (private enterprises, 
me Operative associations, and the government); and Part Four treats of the 
novie practices which these mediums employ—salesmanship and advertising, credit, 
d the rice policies, fair competition, merchandise turnover and stock control, 
10ped | market research. The next five chapters (Part Five) present methods 
hered marketing different classes of products and contrasts the methods of 
n his handling production goods (farm products, extracted products, and manu- 
ce ol lactured goods) and consumption goods (convenience goods and shopping 
mass nes). Part Six contains an appraisal of the marketing system primarily from 
SC ( tn 


he standpoint of cost, giving reasons for the increase in marketing cost 
and offering recommendations. 
Che final chapters of the book are by far the most significant. Herein the 
thor sets forth three general explanations of the increase in the cost of 
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marketing. One is the fact that marketing is subject to the economic principle 
of decreasing cost to a much lesser extent than is manufacturing, A second 
reason is higher transportation costs for longer hauls between producer 
and consumer, added sales efforts, and other increases in marketing functions 
A third explanation consists of monopoly, unfair competition, and additiona) 
margin-widening acquisitive practices. The recommendations follow in term: 
of these factors—flexible freight rates, decrease or improvement in the func. 
tions of marketing, less advertising—and these deserve a firm nod of 
approval. 
J. S. Rosinson 
Carleton College 


Transportation; Communication; Public Utilities 


Essays in Transportation in Honour of W. T. Jackman. By H. A. Innis, editor 
(Toronto: Univ. of Toronto Press. 1941. Pp. viii, 165. $2.50.) 

This small volume, which carries a foreword by the Reverend H. J. Cody 
president of the University of Toronto, and an introduction by Professor 
Alexander Brady, is made up of lectures presented in honor of Professor 
Jackman upon his recent retirement after completing a quarter-century of 
service at Toronto. For the most part the contributors are his former students 
and present or former colleagues. An exception is Professor C. Lloyd Wilson 
of the Wharton School who, on behalf of fellow workers in transportation 
south of the border, pays warm tribute to Professor Jackman for his note- 
worthy contributions both to scholarship and to student training in the field 
The essays or lectures differ considerably in extent and in the level of interest 
and professional insight they envisage. Some, and possibly all, are worth the 
attention of specialists in the particular fields. 

Professor G. P. deT. Glazebrook of the department of history of the 
University of Toronto deals with “Nationalism and Internationalism on 
Canadian Waterways” and discusses the contributions and limitations o! 
water transportation as a basis for political unity in Canada and the bearing 
of the Canadian waterways on the relations of Canada and the United States 
“Is it too fanciful,” he concludes, “to imagine that what an historian has 
aptly called ‘the commercial empire of the St. Lawrence,’ based on economic 
and national motives, may be transformed into a political empire of the 
St. Lawrence, child of its generation, jointly cherished by the Republic and 
the Dominion?” (P. 16.) Professor Herbert E. Dougall of Northwestern 
University, in “Some Comparisons in Canadian and American Railway F'- 
nance,” finds that the railroad problems of the two countries, formerly quite 
different, now reach common ground in the obstacles to financial health that 
beset both systems. But the countries have differed in their response, in that 
American losses have fallen mainly on security owners while those in Canada 
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have largely been assumed by the state. After an extensive factual examina- 
‘ n of the “Principal International and Interterritorial Class-rate Structures 
+: North America,” Mr. Frank L. Barton, chief of the economics section of 
‘he Tennessee Valley Authority, concludes that “the levels of class rates 
plying to Official Territory from Southern, Southwestern, and Western 
Trunk-Line Territories, and Eastern Canada are apparently made with no 
relation to density of traffic or costs of railroad operation within the terri- 
‘ories from which the class rates apply” (p. 55). Professor Wilson, in his 
arvey of “Some Basic Problems in the Public Regulation of Transportation,” 
»rovides a concise summary of the perennial and the more recently emphasized 
roblems and stresses their importance. 

The factors making for high cost of movement of farm products in Canada 
are explored by Professor W. M. Drummond of the Ontario Agricultural 
‘ollege in an essay on ‘“Transportation and Canadian Agriculture,” and some 
suggestions are made for reducing the cost. In the lengthiest of the discussions 
Mr. Norman D. Wilson, an engineer, in treating ‘Some Problems of Urban 
[ransportation,” sets forth the difficulties of providing city transport facilities 
in the motor era and surveys the experience of a number of Canadian cities. 
[he bearing upon policy of the presence of municipal ownership and the trend 
toward “free wheel transit,” by busses and trolley-busses, are stressed. 

Mr. W. G. Scott’s essay, “An Aspect of the British Railways Act, 1921,” 
follows a broader plan than the title may suggest. Discussing the disappointing 
peration of the standard-revenue provision of the 1921 law, the counterpart 
‘the 1920 “rule of rate making” in this country, he paints such a picture 
the use of transport control to throttle the railways’ competitors as should 
horrify those American students who now voice alarm over the straightjacket- 
ing tendencies of American regulation. It would appear that consumer-protec- 
tion has largely disappeared from the British system of control, Mr. Scott 
elieves that the end of protecting railroad investors could better have been 
achieved through outright subsidy, but he does not declare himself as to the 
worthiness of the end itself. 

The final essay, on “Recent Developments in Balance of International 
Payments Statistics,” by Mr. Herbert Marshall of the Bureau of Statistics 
{ the Dominion Government, departs from the transportation theme but 
deals with the not unrelated matter of the recent progress made in Canada 
in determining the volume of foreign trade movements and tourist expendi- 
tures. The revised estimate gives Canada a credit from tourists of 78 million 
ollars in 1939 instead of the 166 millions previously announced. 

Four closely packed pages are required to list the publications of Professor 
Jackman. Best known among them are his two-volume treatise on The De- 
clopment of Transportation in Modern England and his Economics of Trans- 

ition and Economic Principles of Transportation, which reflect his 
Canadian setting. 
SHOREY PETERSON 

University of Michigan 
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Air Transportation. By CLaupE E. Purrer. (Philadelphia: Blakiston, 194) 
Pp. xxiv, 675. $3.75.) 

Air Mail Payment and the Government. By Francis A. SPENCER. (Wash. 
ington: Brookings Instit. 1941. Pp. xii, 402. $3.00.) 

Air Transportation in the United States: Its Growth as a Business. By Hycy 
Know: TON. (Chicago: Univ. of Chicago Press. 1941. Pp. vii, 72. $1.25 

The first two of these books are works of substantial scholarship, The 
third is a sketchy little book by an investment banker who is a member 
of the board of directors of Eastern Air Lines. It contains some information 
of interest on factors influencing the growth of air transportation, but one js 
forced to wonder how it happened to be published “through aid of a specia! 
fund for geographic study and research.” 

The books by Puffer and Spencer respectively were both completed in th, 
summer of 1941, and appeared almost simultaneously. They cover much | 
the same ground, but with completely different types of approach. Puffer 
discusses all phases of current federal law and administration relating +; 
scheduled air transportation. Spencer limits his scope, not too rigorously, 
to the place of air mail payments in the development of air transportation 

Puffer’s book seems destined to convey an unfavorable first reaction | 
many readers. It has a formidable 16-page table of contents and an intro- 
ductory chapter which is exceedingly dull. As one ploughs through the book. 
however, the amount of sheer labor which went into it can hardly fail | 
inspire some respect. 

The most valuabie part of the book is probably the lengthy chapter which 
presents the accumulated experience in the issuance of certificates of public 
convenience and necessity for new air carriers. Partly because of the sub- 
sidized character of the industry, the pressure for certificates has been great 
and there have been complex special problems. At present, expansion of 
route mileage has been brought to a halt because of the war, but there is 
every reason to expect rapid expansion in the post-war period. The precedents 
so far established in connection with certificates for mew services may then 
become of considerable importance. 

Other major chapters deal with rate making for air mail service and {or 
transportation of persons and property. The discussion of air mail rate making 
has both the advantages and disadvantages of an intensive analysis of the 
printed decisions, It collates the precedents, but does not penetrate ver) 
far behind the mask of officialdom. Other chapters deal with the economic 
and legal characteristics of the industry, the regulatory agency, and th 
regulatory activities concerned with accounting, corporate relationships, 
labor relations, and safety. 

The treatment of decreasing costs is careful and elaborate, but there is 
almost no discussion of technological progress in the industry and its economic 
implications. This is a strange omission in a book on air transportation. A\ 
pages 302, 367, and 386, conclusions about rate-making policy, subsidy pay- 
ments, and industry profitability in the future are postulated upon the ex- 
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sectation that costs will continue to decline merely because the industry is 
one of decreasing costs in the static sense. 

“4s a critical study, the book is lacking in impact. Significant appraisals of 
yrrent practice are included, but tend to become lost in a wilderness of 

i]. For most readers the book would have been greatly improved by a 
rigorous condensation. Certainly no undergraduate should be compelled to 
read it in its entirety as a textbook. 

On the other hand, the mature student who has a specialized interest in 
almost any phase of the economics of air transportation will find the book 
very useful. Everything relating to current regulatory practice seems to be 
there. conscientiously compiled, well arranged, and carefully indexed. 

Spencer’s book, as previously noted, is concerned primarily with the 
‘sues connected with air mail payments. Since most of the public controversy 
so far in the air transportation field has been related to the mail payments, 
they provide a convenient organizing theme. The main structure of the book 

chronological, 

\fter an introductory chapter, Spencer covers the development up to 1934, 
reworking the ground covered by the present writer in The Economics of 

r Mail Transportation, but with a fresh look at the source material. He 
then deals somewhat noncommittally with the cancellation of the air mail con- 
tracts and reports subsequent developments during the period of Army op- 
eration. 

About half of the book, seven chapters, is devoted to the Air Mail act 
f 1934 and its administration by the Interstate Commerce Commission. “A 
review of those chapters,” as Spencer says (p. 225), “indicates that the 
\ir Mail act of 1934 contained statutory defects and that its administration 
y the ICC was not altogether satisfactory.” This is an understatement. 
In particular, parts of chapter XII deserve a place in any collection of examples 

administrative ineptitude in the field of public regulation. 

The three chapters on the Civi’ Aeronautics Authority and Board afford 

interesting sequel. The record indicates that, while before 1938 an old 

rienced agency was doing a new job badly with its left hand, after 1938 a 

agency which was willing to give the most concentrated attention found 
tself trapped at first by its own inexperience. 

[hroughout the whole period since the cancellation episode in 1934, the 

pe of regulatory action needed by the industry has been constantly chang- 
ng. The administrative activities actually attempted, moreover, have been 
largely on a trial and error basis. In the background, not too well concealed, 
there have been the numerous feuds and animosities carried over from the 
cancellation fight. 

spencer’s book has the great merit that it deals realistically with the prob- 
ms which have actually been uppermost in the minds of the officials of the 
regulatory agency, air transport executives, and members of Congress. His 
s not a book written in a library about a distant governmental activity. 
Uespite a considerable amount of tactful phrasing, he manages to convey 
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in pointed fashion the results of much penetrating observation. 

The economic analysis is competent and sufficiently extended for the pur. 
poses in hand, but the book is as much a study in public administration ,. 
in economics. Because of its success in dealing with an area where economic 
and administrative issues can never be entirely disentangled, it is a significan; 
contribution to a better understanding of how government functions in th: 
field of economic regulation. 

Paut T. Dayp 

Washington, D.C. 


Economic Geography; Regional Planning; Urban Land; Housing 


Economic Geography of the United States. By BERNHARD OSTROLENK. (Chi. 
cago: Richard D. Irwin. 1941. Pp. xvi, 804. $4.00.) 

Professor Ostrolenk begins his book with an apology: “Economic geoy. 
raphy, like history, needs to be constantly reinterpreted, reévaluated and 
rewritten in the light of new technological developments.” Indeed, there are 
many elementary textbooks in economic geography. One should think that 
there are innumerable tasks more worthy of the talent and effort of 4 
professor of economics than adding another to the stock. Mr. Ostrolenk re. 
deems himself by introducing new types of evidence and new viewpoints 
into the field of economic geography texts. 

His plan is excellent. He starts from the proposition that the appraisal 
of resources, the significance of their geographic distribution, and their con- 
tribution to human welfare are constantly in flux, are currently affected by 
changes in technology, demand patterns, institutions and public policy 
Hence, economic geography should be discussed in terms of just these changes, 
instead of merely describing how much of what is where. 

Dealing with coal resources, for instance, he discusses the painful agonies 
of a competitive and poorly organized industry faced with a declining demand 
for its product and the emergence of a powerful labor union, and tells of the 
rescue attempts by the government. In connection with the iron and steel 
industry, he explains—too sketchily but with laudable intentions—the work- 
ings and effects of the basing point price system and price leadership. Agri- 
culture is shown reeling from the blows of trade barriers and losses at export 
markets, and a brief survey of the major public policies designed to cushion 
the shock and to help farmers to adjust their production to the new 
demand situation is presented. 

On the whole, the selection of factual materials in tables, charts and maps 
is made judiciously according to their relevance to these dynamic aspects 
Hardly a figure or map is shown which does not have a significant place '0 
the analysis or argument developed in the text. The unceasing attempt 0! 
the author to give meaning to facts and to select them from an amorphous 
pile, according to their relevance to major issues of economic and social 
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-elfare, renders his book outstanding among its none too exciting companions. 
The deliberate and systematic focus upon social welfare and living stand- 
rds places the geographic location of resources in a position codrdinate with 
the various technological, economic and institutional factors determining the 
conditions under which the resources are utilized by people. Abundance of 
natural resources in itself does not make people rich. The author stresses, by 
means of many concrete examples, the growth of public policies designed to 
acilitate people’s efforts to adjust resource uses to changing production 
‘ng standards be increased. Similarly, he points to other public policies 
which are hampering such adjustments. The arguments regarding these 
problems are presented cogently and without dogmatism. 
~ So much for the merits of the book. Its main deficiency lies in the lack 

‘ conciseness with which this constructive approach is carried through into 
the details of the various sections. Frequent references are made to the 
fact that whenever “pecuniary costs” and “true costs” fail to coincide, eco- 
nomic and social maladjustments are bound to arise. Yet no satisfactory defi- 
nitions of these two concepts of cost are given. In the chapter on Conservation, 
or example, we find this statement: “To say that it does not pay to con- 
serve soil, or to reforest waste land, or promote health, or educate and train 
young people is merely an evidence of improper application of the pecuniary 
system. Conservation of resources frequently demands that pecuniary ac- 
counting be ignored, that values be measured in other than pecuniary terms” 
p. 775). In the first place, it is poor logic to throw soil conservation or re- 
forestation in the same category with health and education; and, secondly, 
we are entitled to know what value measures beside pecuniary ones the author 
is contemplating. 

Another example: in the chapter on transportation, 20 pages are devoted to 
a simple listing of various railroad lines, without any reference to traffic loads 
t other economic-geographic factors; while the economic-geographic rail- 
road problem par excellence, the making of freight rate schedules and their 
effect upon regional specialization, receives 7% lines merely stating that 
there is such a problem. 

Finally, I deplore the author’s aversion to introducing analytical con- 
cepts and simplified models of functional relationships between crucial factors 
as aids for understanding the processes governing the location of industries 
and regional specialization. An elementary knowledge of the principles 
of proportionality of factors, of comparative advantage, of maximizing so- 
ial product values, etc., is indispensable to students in their endeavor to gain 
insight into the dynamic aspects of economic geography. 

The book is divided into five parts: Geography, Power, Metals and Min- 
erals, Agricultural Resources, and Movement and Conservation. A very in- 
formative chapter on “New Resources and New Industries” is contributed 
by Professor John F. Bell, and two chapters on “Tobacco and Sugar” by 
Professor J. J. Gottsegen. The discussion of each of the major resources 
begins with a brief comparison of America’s productive capacity with that 
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of other countries, giving perspective to America’s position relative to the 
world as a whole, Recent technological changes, changes in demand, an¢ 
relevant public policies are traced for each major industry in their effec 


upon geographic location, intensity of resource utilization, and living conqj. ss 
tions of the people employed in that industry. The structure of ownership l 
and control and the industrial policies and practices regarding output, market. \s 
ing and pricing are sketched for the various industries, with varying degree: 
of lucidity. The review questions at the end of each chapter are skillfylly nam 
designed to stimulate thinking on the part of the student. _ 
Among the texts in economic geography dealing primarily with the United Paul 
States which have come to my attention Professor Ostrolenk’s book js by _ 
far the most thought-provoking and deserves a prominent place in its field, = 
RAINER SCHICKELE 
lowa State College ney 
coul¢ 
Af 


Southern Industry and Regional Development. By Harriet L. Herrin 
(Chapel Hill: Univ. of North Carolina Press. 1940. Pp. xiv, 103. $1.00. 


restr 


desig 
To secure that needed balance between agriculture and manufacturing in in K 
southern states, certain general principles and factual data are needed. To pana 
use the words of the author of this timely and enlightening book on the indus- a 
trial growth of the South: “This story proposes one such unifying principle ing | 
which may be useful to planners: an application to the manufacturing indus- ecis 
try of Professor Howard W. Odum’s principle of optimum production. Ii unpt 
supplies some simple—it is hoped not oversimplified—indices that may be vidu 
useful to agencies trying to encourage manufacturing.” the | 
This book emphasizes first the fact that the South is a definite part of the than 
nation and the welfare of the nation is affected by the welfare of this part; k 
second, that the South, to be at its best, needs the development of all its fessi 
people and capacities. of n 
The material is divided into six chapters, dealing first with an optimum 
manufacturing economy for the Southeast. It then logically goes into a dis- of c 
cussion of manufacturing for the nation, manufacturing for the region, manu- Kar 
facturing for regional balance, optimum production and opportunity, and of | 
finally, a statistical picture of the entire situation. A well-planned Index fals 
simplifies the finding of particular data, Numerous charts and graphs, found bori 
throughout the book, add to the effectiveness of the information presented dice 


In bringing to the front the problems that confront and impede the devel- 
opment of manufacturing in the South, and for presenting clearly the oppor- 
tunities for future development, Miss Herring’s book is a valuable document. tha 

SyLv1A KANTOR 

Athens, Georgia 


4 


17] BOOK REVIEWS 405 
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the Labor and Industrial Relations 

and 

ects The Kansas Industrial Court, an Experiment in Compulsory Arbitration. By 
adi- DomENIco GAGLIARDO. Univ. of Kansas pub., soc. sci. stud. (Lawrence: 
hip Univ. of Kansas Press, 1941. Pp. viii, 264.) 

et As the reader of Professor Gagliardo’s excellent little book on the Kansas 
ees 


Industrial Court proceeds through its pages he is likely to be increasingly 
impressed by certain similarities between the history of the court and the 
Paul Bunyan yarn concerning logging operations on the Pyramid Forty. This 
tract was so high “it took a man a week to see the top, or seven men could 
do it in a day if they all looked together.” Among the animals that lived there 
was the Pinnacle Grouse. It “had only one wing—and that was a big one... . 
With one wing big that way she could fly round and round in little circles or 
big circles, which ever she liked, but of course, anyone might know, she never 
could go straight ahead—not the way she was built.’” 

After noting that “strikes again present a serious problem and once more 
restrictive legislation is being called for,’’ the author states that his study is 
designed “to point out the successes and failures of compulsory arbitration 
in Kansas, . . . to serve as a warning to those who place their hopes in 
panaceas; and to explore the limits within which compulsion in the settlement 
of labor disputes may properly be applied in a democracy” (p. v). In carry- 
ing out these purposes he made extensive use of legislative debates, court 
decisions, contemporary newspaper accounts, official correspondence, and 
unpublished manuscripts; moreover, he secured the personal help of indi- 
viduals who had taken an active part in the controversies that raged around 
the court. As a result his readers will be able to ‘“‘see the top” in much less 
than a week. The first chapter sketches the political and economic background, 
both national and local, of the law creating the court. Here as elsewhere Pro- 
fessor Gagliardo pulls no punches. He quotes President Wilson’s castigation 
of mob violence as “that ‘disgraceful evil’ which added ‘to German lies about 
the United States, what her most gifted liars’ could not ‘improve upon by way 
of calumny’ ” (p. 3); and states that the “national hysteria was reflected in 
Kansas” (p. 13). With reference to a passage in ch. 74 of the Laws of 1920 
of Kansas he declares that, “The severity of this indictment and its palpable 
falsity are eloquent evidence that, in judging our foreign born and native 
born of foreign parentage, reason had completely abdicated and rank preju- 
dice reigned supreme” (p. 15). 

The fact that the court was built so that it would “fly round and round 
n little circles or big circles” is revealed in the circumstances, among others, 
that “No special qualifications were required for those serving as judges” 

pp. 42, 201); and that its presiding judge could claim that “We had no 
precedent to guide us.” As the author points out there were precedents from 
the Australian Commonwealth Arbitration Court, “and the fact that they were 
not used or even referred to indicates how narrow was the basis of knowledge 
and experience upon which the court was built and conducted” (p. 235). The 


Cf. Esther Shephard, Paul Bunyan, pp. 23-32. 
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evidence that the Kansas body did fly around in circles is scattered through in a 
this book; one of the best of Professor Gagliardo’s comments on its procedure sectio 


appears on pages 78-79. crete 
In at least one respect, however, it must be admitted that the author’ y th 
testimony indicates that the Kansas grouse flew straight. Concerning the this b 


packing house workers’ walk-out of 1921-22, he writes that the court “merely 
exerted all of its influence to break the strike, offering as an excuse a ney organ 
interpretation of its jurisdiction. Its effectiveness was in the field of strike. 
breaking and not in that of adjudication” (pp. 159-60). 

In the final chapter he both generalizes and qualifies this criticism: “Tt js 
fair to say that the Industrial Court Law was regarded by its makers as a granc 
strike-breaking device of the first order, although it must be added that they 
also believed it made strikes unnecessary and therefore unjustifiable” (p, 233). 


Connected with these observations is the author’s conclusion that, though basic 
unions were specifically recognized in the law and collective bargaining au- socio 
thorized, ‘the fundamental purpose of the act was to reduce unions to a state West 
of impotency . . .” (p. 239). Numerous passages show, however, that he prole 


recognizes the relation between this attitude and the type of union leadership 
represented by Alexander Howat of the coal miners. 
Like much legislation of recent years, the Kansas Industrial Court act 
provided that if any section or provision of it should be declared unconstitv- 
tional, the remainder was not to be affected. As is generally known, the U. § 
Supreme Court in early 1923 held it contrary to the Constitution for the state 
to regulate wages in the meat-packing industry, “at least under any but the 
most extraordinary circumstances,” and subsequently “denied the state’s right 
to regulate hours and overtime rates by a system of compulsory arbitration” 
(p. 245). These decisions, the changes in the relation of the court to the Public 
Utilities Commission, the abolition of the court, and other events described 
in detail by Professor Gagliardo finally reduced the original statute to a con- 
dition approximating that of another of Paul Bunyan’s animals, the Ring- 
tailed Bavalorous, which after tangling with the Blue Ox, had little left but 
the ringed tail. In spite of this it remains true that “much more”’ of the law 
“has been left intact than is generally supposed” (p. 247). 
The author’s treatment of his third objective—an exploration of the “limits 
within which compulsion in the settlement of labor disputes may properly be 
applied in a democracy”—deserves more space than can be found in a review 
of reasonable length. Because of the affinity of some of his distinctions and 
arguments to those presented by the Webbs nearly fifty years ago in Jndustrial 

Democracy, it is surprising to find no mention of that classic work. 
Cartes A, GULICK, JR. 
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Ideologies and American Labor. By Pau K. Crosser. (New York: Oxford 
Univ. Press, 1941. Pp. xvi, 221. $2.50.) 
There are two ways of developing labor theory. The one starts with an all- 
embracing glance at Western history, discovers that it is like a body of water 
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‘) a lock canal, proceeds to formulate the qualitative uniqueness of each 
section of the “canal,” especially its “ideology,” and then appraises the con- 
crete labor action of our own time by the closeness with which it is guided 
hy the ideology appropriate for the time. This is the way of the author of 
The other way is to study labor action from the standpoint of the labor 
organizations endeavoring to establish themselves in their social environment 
and, at the same time, to mold that environment by building new institutions, 
such as industrial government, in accord with labor’s “home-grown” ideology. 
Such an unselfconscious ideology is quite different from an ideology in the 
srand manner as viewed from a lofty height, but it has the merit of springing 
from the soil and of being understood by Tom, Dick, and Harry. 

The author is a Marxist, but in his thinking and manner of exposition his 
basic Marxism has passed through the bluing process of the latter-day German 
sociology. Hence, on the one hand, the airtight compartmentalizing of 
Western history into the town artisan period, the capitalist period, and the 
proletarian period; and, on the other hand, his formulation of three corre- 
sponding “ideologies”: the “harmony in the estate,” the “balance in market- 
ing,” and the “struggle among classes.” These ideologies formulated with a 
truly astounding erudition in Part I are correlated in Part II with three types 
of American labor relations: paternalistic unionism, liberalistic unionism, and 
revolutionary unionism. Under the first, he groups the movements prior to 
the American Federation of Labor as well as the welfare-ism of Henry Ford; 
under the second, nearly all the subsequent unionism; under the third, the 
class struggle unionism from DeLeon to Foster. He has to admit serious 
ideological hangovers, for how else can one account for the ideological oneness 
of the CIO and the AFL, both of which remain stuck in the liberalistic bar- 
gaining phase? But he is supremely confident that, in the future, American 
labor’s ideology will distinctly show that it belongs to the part of the canal 
past the capitalistic lock. 

The reviewer has nothing but admiration for the author’s wide reading and 
dialectical skill. However, he prefers the other interpretation of American 
unionism which sees it develop first the “pure and simple” type when the 
sovereignty of American government was confronted with the stronger sov- 
ereignty of American business and now, under our very eyes, reinterpreting 

s basic “job conscious” ideology by raising its sights to take in the political 
hinterland of the job. This it does because, in our own day, government has 
moved into the centre of the arena not only as the regulator, but also as the 

reator of job opportunities. In this fashion, American labor is moving along 
both materially and ideologically, but with the enormous advantage that it is 
voiding the danger of a flank left hanging in the air, resulting from an ideolog- 
ical breach with the bulk of the middle classes still devoted to the liberalistic 
alance in marketing,” albeit with such amendments as the A.A.A. and the 
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Stars and Strikes: Unionization of Hollywood. By Murray Ross. (New York 
Columbia Univ. Press. 1941. Pp. x, 233. $2.75.) 

The movie industry is no less glamorous than its stars. Since it is widely 
publicized and since its product is highly personalized, popular interest cer. 
ters in it more than in any other industry. The special characteristics of th, 
industry are reflected in its collective bargaining techniques. The variety of jt; 
employees results in an unusual diversity of labor relations problems. For aj 
these reasons it is fortunate that this history of the organization of the 
employees engaged in producing motion pictures has been added to the groy. 
ing list of special industry studies in the labor field. 

Here is a centralized, large-scale industry making an unstandardized prod. 
uct. The production of each movie is largely a separate enterprise, with man} 
employees necessarily hired on an individual contract basis. Employment fo; 
a majority of the workers is peculiarly irregular. Salary rates defy standard. 
ization, and bear little relationship to annual earnings. Employee demand; 
have included such unusual points as a minimum duration for layoffs and the 
allocation of screen credits to writers. The industry has become thoroughly 
organized although no major strike has ever been won by the instigating 
union. 

Dr. Ross’s main title, of course, gives little indication of the scope of his 
book. The volume deals not only with stars but also with other screen actors, 
extras, writers, and craftsmen and, in passing, with directors, musicians, tech- 
nicians, and office workers. It has much less to say about strikes than about 
the ebb and flow and interrelationships of numerous labor organizations; for 
there have been very few strikes in the movies as compared with other re- 
cently organized industries. 

One of the peculiarities of the industry is the unusual degree of uniformity 
in management labor policy. The first major attempt at unionization in 1916 
led the companies to form the Motion Picture Producers’ Association, which 
with its successors, has been the medium for achieving this unification. 

Dr. Ross places merited emphasis on the bargaining machinery established 
in 1926 by the Studio Basic Agreement, covering the stagehands, carpenters, 
electricians, painters, and musicians, This agreement places all negotiation in 
the hands of a joint committee, whose employee representatives are the presi- 
dents of the five national and international unions. The author explains wh) 
this restriction upon the functions of the local unions and their officials has 
checked strikes, but a more extensive analysis of its relation to the develop- 
ment of dictatorship in some of the unions would have been appropriate 
Special attention is devoted to the “Alliance” as the dominant union in the 
group. The Alliance, representing the stagehands and several smaller tech- 
nical groups in the studios and the projection machine operators in the the- 
aters, was greatly weakened in 1933 by the loss of its strike to obtain rec- 
ognition for the sound men; but when its new president, George E. Browne, 
in 1935 demonstrated his ability to shut down movie theaters, the producers 
were induced to grant his closed-shop demands. ‘‘By this single stroke, Browne 
compelled some twelve thousand reluctant workers to join his union at a time 
when he had no more than a hundred members on all the studio lots” (p. 192). 
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It was then that the Alliance locals were subjected to the dictatorial control 
of Browne and his notorious William Bioff. 

Special attention is inevitably given to the Academy of Motion Picture Arts 
and Sciences, whose creation in 1927 retarded the unionization of Hollywood’s 
talent groups. Through 1935 the Academy consistently obtained more con- 
cessions for the actors and writers than they were able to gain through other 


Widely 
st cen- 
of the 


Of its 
For al channels. Control of the Academy and its five branches (for producers, direc- 
of the tors, writers, actors, and technicians) was vested in a select few. ‘“There was 
: grow. little exaggeration in Equity’s claim that the producers controlled the destiny 
of the Academy. . . . The founding of the Academy was a master stroke of 
| prod- producer ingenuity; its successful operation resulted from actor acquiescence 
man} in its policies” (pp. 41, 42). But after 1933 many of its members became 
nt for increasingly distrustful, and formed their separate guilds. 


The detailed account of the lengthy negotiations during the N.R.A. period 
ind the description of the rise of the Screen Actors’ Guild and the Screen 


idard- 


mands 
ad the Writers’ Guild to the status of contracting agents complete the main themes 
ugh]; of the story. Considerable space is fortunately given to an analysis of the 


position of the extras (whose average annual earnings in 1940 were $361.03) 
and an explanation of the steps that have been taken to improve their lot. 
There are some indications that Dr. Ross judges the success of labor rela- 
tions largely on the basis of the absence of strikes. He uses this standard in 
commending the undemocratic negotiation machinery established by the Studio 
Basic Agreement (p. 15). He praises the Academy for its considerable peace- 
ful accomplishments. “The Academy was for years an outstanding example 
of a successful industry-wide employee representation plan,” and its forma- 
tion was “one of the most original contributions to industrial relations in 


ating 


of his 
Ctors, 
tech- 
about 
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mit America” (pp. 214-15). Aud again, he appears to criticize the Wagner act 
19] when he says that it “was meant to reduce industrial strife by guaranteeing 
hich collective bargaining. Under its aegis the studios have known scarcely a 
single quiet day” (p. 191). 

she Dr. Ross has filled his book with interesting material that is not elsewhere 
ters readily available. He has made an extensive study of the documents and 
n in records on his subject. His use of field work and personal interview appears, 
resi- however, to have been much more restricted. The attitudes and emotions of 
wh} the employees are to some extent illuminated by the discussions of their 
has various grievances; but there is no “close-up” of the producers, and we are 
lop given but a slight basis for judging their actions, policies, and motives, In 
ate fact the book as a whole gives the general impression that the chief struggle 
the involved in the unionization of the industry was between rival unions rather 
ach than between the unions and management. 

‘he- Since the book covers a variety of separately organized employee groups, 
rec the question of arrangement of material is extremely difficult; but this prob- 
me lem could have been met more successfully. If a more continuous treatment 
ers had been given to the experience of the craftsmen, the extras, and the actors 
ne and writers, the reader would have much less of a task in piecing together 


the many broken threads of the narrative. 
I wish that Dr. Ross’s volume might have been somewhat more extensive. 
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Further detail and explanation would be welcome at many points. More thor. 
ough evaluation should be possible without marring the objectivity of the 
treatment. The author himself raises several questions that he realizes are only 
partially answered. An introductory chapter on the peculiarities of the indys. 
try that influence its labor relations would help to orient the reader, though 
these characteristics gradually come to light as the account progresses. 

In view of the movie industry’s popular appeal and the great range of its 
labor problems, this volume is assured a wide reading by those interested 
in industrial relations. Illustrations drawn from its pages can probably be 
guaranteed to keep any labor class at attention. : 

W. H. McPuerson 

Oberlin College 


Wartime Developments in Government-Employer-Worker Collaboration, 

(Montreal: Internat. Labour Office. 1941. Pp. 163. $1.00.) 

This publication is a supplement to Methods of Colluboration between the 
Public Authorities, Workers’ Organizations and Employers’ Organizations 
which was prepared and published as a report to the International Labour 
Conference originally scheduled to be held in June, 1940, at Geneva. Though 
the book is a supplement, it contains an independent report on the develop- 
ment of collaboration between government, employers’ and workers’ organiza- 
tions during the period of the present war. It covers intensively the develop- 
ments in Great Britain and the United States, and, more briefly, those in 
Australia, Canada, India, New Zealand and the Union of South Africa. 
A chapter on Continental Europe describes how the German system of forced 
labor organizations has been expanded into the conquered and occupied coun- 
tries, with Sweden and Switzerland as exceptions. 

Among the democratic nations England obviously has gone farthest in 
the voluntary collaboration between trade unions, employer organizations and 
the government. Tripartite advisory and administrative boards have been 
formed centrally, by districts, and locally; and their activities have been 
extended from wage negotiation and arbitration, and prevention of strikes 
to price, supply, man power and efficiency problems. Collaboration also is ex- 
tended to questions of draft and deferment, of industrial training and dilution 
of industrial skills and to seamen’s and factory workers’ welfare. Some indus 
tries have set up special production and employment boards. Finally the 
trade unions are codperating in the discussion of post-war reconstruction. 
Development in the other Empire countries have followed the English example 
to a large extent. 

For the United States of America, it is stressed that the war effort is directed 
not so much by the existing government departments as by specially created 
war boards, and that the collaboration has chiefly been carried on by appoint- 
ing outstanding employer and trade union men to government boards. The) 
join the boards as leading individuals, not as representatives of their re 
spective organizations. The review of developments in the United States, 
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therefore, is chiefly a description of the forming, reforming, and duties of the 
different government war boards. The actual collaboration of the employers 
ind the trade unions has been somewhat overlooked. 

For the German-held countries, the existence of collaboration is denied, 
ys collaboration is defined as voluntary codperation, presupposing free and 
ndependent organizations of labor and management. This does not dispute 
the fact that the German government uses the “Labor Front” extensively 
to whip labor into line. 

The advantage of the publication is that it renders a broad international 
review of developments in the relations between government, labor, and man- 
agement, and of the new war agencies. Lacking is a critical evaluation 
‘ these developments. Collaboration, for instance, means not only increasing 
influence of the unions in government but also the opposite. There is the 
further question of efficiency. How do the many boards affect the speed 

‘ industrial conversion and efficiency in the new war industries? Is union 
influence in management really compatible with speed-ups which, after all, 
might be necessary? Nevertheless, the book reports on deep reaching trans- 


formations, especially in the British labor-government-management set-up, 
for which it deserves our full attention. 


ion 


ALFRED KAHLER 
New York 


Social Insurance; Relief; Pensions; Public Welfare 


Swedish Unemployment Policy—1914 to 1940. By Harrison Crark. Intro- 
duction by SUMNER H. SLicHTER. (Washington: Am, Council on Public 
Affairs. 1941. Pp. 179. Cloth, $3.25; paper, $2.75.) 

This book contains a very good summary of Swedish policies for relieving 
and reducing unemployment during World War I, during the post-war de- 
pression following 1920, and during the period of moderate depression and 
remarkable recovery from 1930 through 1940. The unemployment programs 
of both the Conservative and Social Democratic governments in the 1920’s 
and 1930’s are explained with abundant statistical material and references. 
rhe disadvantages of work relief, the advantages of an expansionist program 
to combat depressions, and Sweden’s wartime labor policy are well explained. 

General summaries are, of course, open to specific criticisms. Perhaps the 
author should have been somewhat more critical of the conclusions of others. 
This seems to be true in the case of the alleged causes of an increase of “per- 
manent unemployment” in Sweden in the 1920’s (pp. 60-62), which neglects 
both monetary and Keynesian analysis, and it seems to be true also of state- 
ments regarding the “international margin” (pp. 132-34, 152) to the effect 
that an easy-money program in 1932 and 1933 was not possible until the 
central bank had acquired a sufficient reserve of foreign exchange. In fact, 
an €asy-money program with a decline in the exchange value of the krona 
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would have helped, and did help to a degree, to build up Sweden’s foreign 
exchange reserve by checking imports, by stimulating exports, and by en. 
couraging home rather than foreign investment. The statement (p. 131) that 
domestic monetary control following the abandonment of gold in 1931 “fajleg 
to stimulate industrial production” also could be challenged. 

Although in an introduction Professor Sumner Slichter emphasizes cost. 
price relationships and wage cuts in building, the Social Democratic goy. 
ernment actually followed a Keynesian policy—indeed, the reports of the 
Unemployment Commission in 1934 and 1935 foreshadowed much of Keynes's 
General Theory—and, as Dr. Clark points out, it was the absence of general 
wage cuts along with government subsidies, government diversion of income 
from savers to consumers, government aid in reducing interest rates, and 
migration to the cities that helped to stimulate investment, housing, and em. 
ployment (pp. 157-59). 

Wartime controls to permit rationing of labor and economic planning in 
the labor market have been much more complete in Sweden than in this coun- 
try. As early as 1940 Swedish employers were required by law to hire through 
public labor exchanges; public funds were appropriated for transporting 
workers and their families to important work; legislation regarding night work 
for women, maximum hours, and vacations had in some instances been sus- 
pended; and arrangements for labor priorities had been made. Such policies 
are necessary in order to assure the most effective utilization of existing man 
power in the national interest. 

RICHARD A. LEsTER 

Washington, D.C. 
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spokesmen in this collection of excerpts from books, articles, and speeches by influential 
leaders on Hitler’s military, economic, and ideological staff. 


sALLOWAY, G. B. Postwar planning in the United States. (New York: Twentieth Century 
Fund. 1942. Pp. xi, 158. Paper, 60c.) 

“This volume describes the work of 35 government agencies, 33 private agencies, 11 
industrial and financial organizations, 16 trade associations and 7 rail, highway, water 
and other transportation agencies now actively engaged in post-war planning research.” 
a E. The Americanism of socialism. (New York: New York Labor News Co. 1941. 
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Kincsley, J. D. and Petecorsky, D. W. Strategy for democracy. (New York: Longman: 
Green. 1942. Pp. ix, 342. $3.) 


DeLeon, D. Capitalism means war. (New York: New York Labor News Co. 1941. Pp. 32 
5c.) 


MacCormac, J. America and world mastery; the future of the United States, Canada, an; 
the British Empire. (New York: Duell, Sloan and Pearce. 1942. Pp. 338. $2.75.) 


of world affairs after the war. In this program, codperation with Great Britain wil] }p 
a predominant factor. 


MAcponaLp, A. F. Government of the Argentine Republic. (New York: Crowell, 191) 
Pp. 488. $3.75.) 


Mit, J. S. On social freedom. Reprinted from the Oxford and Cambridge Review, June 
1907. Introduction by DorotHy Fospicx. (New York: Columbia Univ. Press, 104) 
Pp. 69. $1.) 


MissHima, Y. and Goro, T. A Japanese view of Outer Mongolia, being a condensed tran;. 
lation of The Outer Mongolian People’s Republic. Translated and summarized from the 
Japanese by ANDREW J. GRAJDANZEV. (New York: Inst. of Pacific Rel. 1942. Pp. 66. 50¢ 


MitcuHett, K. L. Industrialization of the western Pacific. Inquiry ser.: Econ. survey of 
Pacific area, pt. 3. (New York: Inst. of Pacific Rel. 1942. Pp. xvii, 317. $2.50.) 

———. Japan’s industrial strength. (New York: Knopf. 1942. Pp. 159. $1.50.) 

Ner, J. U. The United States and civilization. Charles R. Walgreen Found. lectures. (Ch 
cago: Univ. of Chicago Press. 1942. Pp. 439. $3.) 

Porter, C. Crisis in the Philippines. (New York: Knopf. 1942. $1.) 

Rosinson, H., and others. Toward international organization. Preface by E. H. Wiixws 
(New York: Harper. 1942. Pp. viii, 218. $2.) 

SHEPHERD, J. Industry in southeast Asia, a survey of southeast Asia. I.P.R. internat 
research ser. (New York: Inst. of Pacific Rel. 1942. Pp. 133. 75c.) 

TRACHTENBERG, A., editor. V. J. Lenin, collected works, Vol. XIX, 1916-1917. Translated 
by Morssave J. Orcrn. (New York: Internat. Pubs. 1942. Pp. 463.) 


TREND, J. B. South America, with Mexico and Central America. World to-day. (New 
York : Oxford Univ. Press. 1942. Pp. 128. $1.) 
A brief survey of the history and culture of the Latin-American countries. 


Upuam, T. C. Total democracy; the new constitution for the United States. (New York 
Carlyle House. 1941. Pp. 119. $1.) 


WETTERAUER, G. Story of Canada, our northern neighbor. (Philadelphia: F. A. Davis 
1941. Pp. 77. 40c.) 


Yucow, A. Russia’s economic front for war and peace; an appraisal of the three five-year 
plans. Translated from the Russian by N. I. and M. Stone. (New York: Harper. Pp. 288 


$3.) 
Revista de conselho nacional do trabalho. (Rio de Janeiro: Imprensa Nacional. 1941. P; 
237.) 
Statistics; Economic Mathematics; Accounting 
Dopp, S. C. Dimensions of society. (New York: Macmillan. 1942. Pp. 944. $12.) 


HArTKEMEIER, H. P. Principles of punch-card machine operation. (New York: Crowe! 
1942. Pp. 283. $3.25.) 
How to operate punch-card, tabulating, and alphabetic accounting machines. 
Jackson, J. H. Elements of accounting; a pathfinder course. (Los Angeles: Charles R 
Hadley Co., 330 N. Los Angeles St. 1941. Pp. 446. $3.60.) 
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Rev. ed. (Boston: Houghton Mifflin. 1942. Pp. 242. $2.50.) 


Study manual for a first course in statistics. Rev. ed. (Boston: Houghton Mifflin. 
Pp. 117. $1.) 
McGee, R. V. Mathematics in agriculture. Prentice-Hall math. ser. (New York: Prentice- 
Hall. Pp. 198. $4.; school ed., $3.) 


\veeny, M. E. The profession of accountancy in England. (Chicago: American Account- 
Assoc. 1942. Pp. 43.) 


Pearson, F. A. and Bennett, K. R. Statistical methods applied to agricultural economics. 
New York: Wiley. 1942. Pp. vii, 443. $4.) 


Rorem, C. R. and Kerrican, H. D. Accounting method. 3rd ed. Bus. and econ. pub. (New 
York: McGraw-Hill. 1942. Pp. xx, 788. $4.) 


RosenkAMprFF, A. H. and Wiper, W. Theory of accounts. (New York: New York Univ. 
Pp 1941. Pp. 669. $3.80.) 


Sart, L. L. Preparatory business mathematics. (Bethlehem, Pa.: Author, c/o Lehigh 
1941. Pp. 182. $1.50.) 


SpectHRIE, S. W. Industrial accounting. Prentice-Hall accounting ser. (New York: Prentice- 
Hall. 1942. Pp. 254. $3.75; school ed., $3.25.) 


vernmental accounting bibliography. Rev. ed. Bull. no. 13. (Chicago: Nat. Committee 
n Municipal Accounting. 1941. Pp. 70. 50c.) 


Vunicipal accounting terminology for state, municipal and other local governments. 3rd 
Chicago: Nat. Committee on Municipal Accounting. 1941. Pp. 34. 25c.) 


Vunicipal budget procedure and budgetary accounting. Accounting pub. no. 9. (Chicago: 
Municipal Finance Officers Assoc. of the United States and Canada. 1942. Pp. vii, 100. 


Quinquennial census of industry and business: hearings, 77th Cong., 1st sess., on quinquen- 
nial census of ndustry and business, Oct. and Nov, 1941. (Washington: Census Commit- 
ee, House. 1941. Pp. 329. 30c.) 


Standard industrial classification manual: Vol. 1. Manufacturing industries. (Washington: 
Budget Bureau. 1941. Pp. 99. 15c.) 

his manual is intended primarily as an aid in securing uniformity and comparability 
he presentation of statistical data collected by various agencies of the United States 
government, state agencies, trade associations, and private research agencies. 


f income for 1938: Part 2. Compiled from corporation income and excess-profits 
tax returns and personal holding company returns. (Washington: Internal Revenue Bu- 
reau. 1941. Pp. 349. 35c.) 

Public Finance; Fiscal Policy; Taxation 


J. M. How to check inflation. Pamph. no. 64. (New York: Pub. Affairs Com- 
mittee. 1942 Pp. 10c.) 


, and others. How to meet the menace of inflation. Round table broadcast no. 200. 


Chicago: Univ. of Chicago. 1942. Pp. 28. 10c.) 

Criz, M. The use tax; its history, administration, and economic effects. P.A.S. pub. no. 78. 
Chicago: Pub. Admin. Serv. 1941. Pp. 56. $1.50.) 

Dantet, E. G. Financing the defense program. (Eugene: School of Bus. Admin., Univ. of 
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Due, J. F. The theory of incidence of sales taxation. (New York: Kings Crown Press 
1942. Pp. xii, 257. $2.25.) 


Harrow, B. and Sack, I. New York State income and franchise taxes. (New York: Alex. 
ander Pub. Co. 1941. Pp. 862. $10.) ' 


HENNEFRUND, H. E., compiler. Tax delinquency on rural real estate, 1928-1941. Aor. 
econ. bibliog. no. 94. (Washington: Bur. of Agric. Econ. 1942. Pp. vi, 314.) 


Lasser, J. K. Your corporation tax, 1942 ed. (New York: Simon and Schuster. 1942. p 
144. $1.) 


Naytor, E. E. The federal budget system in operation. (Washington: Hayworth Pub, ¢, 
1941. Pp. 306. $3.) 


Otiver, J. W., and others. Taxation fundamentals and current tax problems. Finan. manag 
ser. no. 67. (New York: Am. Manag. Assoc. 1941. Pp. 40. 75c.) 


RATNER, S. American taxation; its history as a social force in democracy. (New York 
Norton. 1942. Pp. 561. $4.50.) 


SEIDEMANN, H. P. Curtailment of non-defense expenditures. Brookings Inst. pamph. no. 30 
(Washington: Brookings Inst. 1941. Pp. 61. 25c.) 


SHuttz, W. J. American public finance. 3rd ed. (New York: Prentice-Hall. 1942. Pp 
xxili, 874. Trade ed., $6; school, $4.50.) 


VoceL, M. and Bercner, R. W., editors. Manual of federal income and excess profits tax 
procedure, 1942. 28th annual ed. (Chicago: LaSalle Extension University. 1942. Pp. iy, 
315.) 


Budget of the United States government for the fiscal year ending June 30, 1943. (Wash- 
ington: Budget Bureau. 1942. $2.25.) 


Budget of the United States government for the fiscal year ending June 30, 1943, budget 
message of the President and summary budget statements. (Washington: Budget Bureau 
1942. Various paging. 40c.) 


Financing the war; symposium conducted by the Tax Institute, December 1-2, 1941, Phila- 
delphia, (Philadelphia: Tax Institute. 1942. Pp. 366. $2.50.) 


Income, estate and tax provisions of the Internal Revenue Code, as amended to October 1, 
1941. (Chicago: Commerce Clearing House. 1941. Pp. 371. $1.) 


Report on nondefense expenditures in the 1942 budget; letter from Director, Bureau of 
Budget, transmitting to the chairman of the Committee on Finance, U. S. Senate, pursu- 
ant to resolution of committee, report relative to reductions in expenditures for the 
fiscal year ending June 30, 1942, and to changes in classification between nondefense and 
defense expenditures since the fiscal year 1940, Oct. 15, 1941. (Washington: Finance 
Committee, Senate. 1941. Pp. 21. 5c.) 


Research in public budget administration, an outline of suggested research topics. (New 
York: Committee on Public Admin., Jocial Science Research Council. 1941. Pp. 37. 50c.) 


Secretary of the Treasury: annual report on the state of the finances for the fiscal year 
ended June 30, 1941. (Washington: Treasury Dept. 1942. Pp. 716. $1.) 


Third supplemental defense appropriation, 1942: hearings, 77th Cong., 1st sess., on H.R 
6159, bill making supplemental appropriations for national defense for fiscal years 
ending June 30, 1942, and June 30, 1943, and for other purposes. (Washington: Appro- 
priations Committee, Senate. 1941. Pp. 355. 35c.) 


Third supplemental defense appropriation, 1942: hearings, 77th Cong., 1st sess., om the 
third supplemental national defense appropriation bill for 1942. Part 1. General appro- 
priations. Part 2. Military and Naval Establishments and lend-lease. (Washington: Ap- 
propriations Committee, House. 1941. Pp. 636; 265. 65c; 25c.) 


420 THE AMERICAN ECONOMIC REVIEW [yun 


B 


BLA 
P 
+ 
‘ 
~ 
. 


[ Tare 


1942] TITLES OF NEW BOOKS 419 


United States master tax guide, 1942. (Chicago: Commerce Clearing House. 1942. Pp. 288. 


Money and Banking; Short-Term Credit 


piaser, A. F., Jn. The Federal Reserve Bank of Cleveland. (New York: Columbia Univ. 
Press. 1942. Pp. xxviii, 306. $3.50.) 


Cuapman, J. M. and WEsTERFIELD, R. B. Branch banking; its historical and theoretical 
position in A merica and abroad. Special chapters by G. E. Jackson and M. MEcrRAH. 
New York: Harper. 1942. Pp. xi, 431. $4.50.) 


Reep, H. L. Money, currency and banking. (New York: McGraw-Hill. 1942. Pp. viii, 522. 


innual report of the commissioner of banking and insurance, State of New Jersey, relative 
to savings banks, trust companies and state banks of discount and deposit, credit unions, 
provident loan associations, small loan brokers and pawnbrokers, for the year ending 
December 31st, 1940. (State of New Jersey. 1941. Pp. xxvii, 105.) 


Federal Deposit Insurance Corporation: report to insured banks, December 31, 1941. 
Washington: Federal Deposit Insurance Corporation. 1942. Pp. 6.) 


Management appraises the credit union. Farm Credit Admin. circular 28. (Washington: 
Supt. Docs. 1941. Pp. 32. 10c.) 
Gives the opinions of employers in whose plants, offices, and stores employees’ federal 
credit unions have functioned for a considerable period of time. 


International Trade, Finance and Economic Policy 


Asenp, H. Ramparts of the Pacific. (New York: Doubleday. 1942. $3.) 


Braptey, A. Trans-Pacific relations of Latin America. I.P.R. internat. research ser. (New 
York : Inst. of Pacific Rel. 1942. Pp. 120. $1.) 


Bropig, F., editor. Our Far Eastern record. Vol. 2. A reference digest on American policy. 
Far Eastern pamph., no. 4. (New York: Inst. of Pacific Rel. Pp. 78. 15c.) 


Cavers, D. F., editor. Hemispheric trade. Law and contemporary problems, vol. 8, no. 4. 
Durham, N.C.: Law and Contemporary Problems. 1942. Pp. 148. $1.) 


Davis, H. O. America’s trade equality policy. (Washington: Am. Council on Pub. Affairs. 
1942. Pp. 137. $3.) 
Greene, K. R. C. and Puttures, J. D. Transportation and foreign trade. Econ. survey of 
the Pacific area, pt. 2. (New York: Inst. of Pacific Rel. 1942. Pp. 222. $2.) 
Information on the conditions and development of transportation in the Pacific coun- 
tries, together with a review and statistical summary of foreign trade in the Pacific area 
during the past decade. 
Haas, W. H. Outposts of defense. Special pub. policy pamph. (Chicago: Univ. of Chicago 
Press. 1942. Pp. x, 82. 50c.) 
Harcrave, J. Montagu Norman. (New York: Greystone Press. 1942. Pp. 247. $2.75.) 
The financial policies of Montagu Norman, Governor of the Bank of England, as they 
developed during the rise of Hitler are described and censured in this full-length biography. 
Nevins, A. America in world affairs. World to-day. (New York: Oxford Univ. Press. 
Pp. 140. $1.) 
A digest of the recent history of American foreign relations, originally prepared for 
British readers. 
Ratston, J. H. A quest for international order. (Washington: J. Byrne and Co. 1941. 
Pp. 205. $ 
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SpyKMAN, N. J. America’s strategy in world politics; the United States and the balance »; 
power. Inst. of Internat. stud., Yale Univ. (New York: Harcourt Brace. 1942, Pp. 500 
$3.75.) 

Torpats, J. Economic basis for world peace. (New York: John Felsberg. 1941. Pp. 222. ¢; 

bE Wipe, J. C. and Woon, B. U. S. trade ties with Argentina. Foreign policy repts., vo}, 1; 
no. 18. (New York: Foreign Policy Assoc. 1941. Pp. 11. 25c.) 

Development of United States foreign policy: addresses and messages of FRANKuIN }) 
ROOSEVELT, compiled from official sources, from the announcement of the Good Neighby 
Policy in 1933, including the War Declarations. 77th Cong., 2nd sess., S. Doc. 13 
(Washington: Supt. Docs. 1942. Pp. 150.) 

WinrieLp, P. H. The foundations and the future of international law. Current problems 


(New York: Macmillan. 1942. Pp. 125. $1.25.) 
The bare elements of international law are set forth in simple terms for the layman 


together with an estimate of its future. 

Balance of international payments of the United States in 1940. Foreign and Domes 
Commerce Bur., econ. ser. 17. (Washington: Supt. Docs. 1941. Pp. 93. 20c.) 

Commercial relations, agreement between the United States of America and the Union 
Soviet Socialist Republics continuing in force until Aug. 6, 1942, the agreement of Aug. 
1937; and text of agreement of Aug. 4, 1937. State Dept., Executive Agreement Series 
215. (Washington: Supt. Docs. 1941. Pp. 8. 5c.) 

Foreign exchange regulations—Great Britain. 3rd ed. (Basel: Bank for International Setti 
ments, Monetary and Economic Dept. 1941. Pp. 75. Sw.frs. 3.50.) 

Hogs and hog products, survey of United States and foreign production and iniernati: 
trade in hogs, pork, and lard, with special reference to factors essential to tariff consid: 
ation, under provisions of sec. 332, title 3, pt. 2 of the Tariff act of 1930. Tariff C 
mission, rept. 143, second ser. (Washington: Supt. Docs. 1941. Pp. 215. 25c.) 
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Our world trade, January-September, 1941; value and volume of principal exports and im- 
ports between United States and chief foreign markets. 84th quarterly issue. (Washing 
ton: Foreign Commerce Department, Chamber of Commerce of the United States. 194? 
Pp. 19.) 

Sugar act of 1937: hearing, 77th Cong., 1st sess., on H. R. 5988, to amend the Sugar act 
of 1937, as amended, and for other purposes, revised, Dec. 9, 1941. (Washington: Finance 
Committee, Senate. 1941. Pp. 82. 10c.) 

Theses on Pan American topics, prepared by candidates for degrees in universities an 
leges in the U. S. 3rd ed., rev. and enl. Bibliog. ser., no. 5. (Washington: Pan American 
Union. 1941. Pp. 174. 75c.) 

United States Tariff Commission; twenty-fifth annual report, 1941. (Washington: Tarif 
Commission. 1941. Pp. 60. 10c.) 
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CHERRINGTON, H. V. The investor and the Securities act. (Washington: Am. Councii ‘ 
Pub. Affairs. 1942. Pp. 255. $3.25.) 

Fotonie, R. J., and others. War risk insurance for industrial concerns. Insurance str 
no. 37. (New York: Am. Manag. Assoc. 1941. Pp. 27. 50c.) 

GraskE, T. W. The law of government defense contracts. (New York: Baker, Voorhis 
1941. Pp. 400. $7.50.) 

Kup, C. A. Casualty insurance; an analysis of hazards, policies, companies and rat: 
Rev. ed. (New York: Ronald Press. 1942. Pp. 696. $5.) 
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\cIntyrE, F. E. The economic pattern of corporate earnings: a statistical analysis. Indiana 
stud., no. 25. (Bloomington: School of Business, Indiana Univ. 1942. Pp. 88.) 


\foore, J. W., and others. Collier on bankruptcy. Vol. 8, Arrangements. (Albany: M. 
Bender. 1941. Pp. 1076.) 

peunp, H. C. Public relations manual for savings and loan associations. (Portland, Ore.: 
Federal Loan Bank of Portland. 1941. Pp. 87. $1.) 


srarson, J. O. Marketing life insurance; its history in America. Harvard stud. in bus. 
hist, no. 6. (Cambridge: Harvard Univ. Press. 1942. Pp. 951. $6.) 


wWaspincton, G. T. Corporate executives’ compensation; legal and business aspects of 
lary and bonus plans, stock options, pensions, indemnity agreements, and related mat- 
ters. (New York: Ronald. 1942. Pp. 531. $7.) 


tmerican bankruptcy reports digest. Vols. 9A and 9B; with a table of cases digested by 
D. Ferner. (Albany, N.Y.: M. Bender. 1941. Pp. 1372. $14.) 


Iydicial decisions comprising all court decisions, reported and unreported, in civil and 

"criminal cases involving statutes administered by the Securities and Exchange Commis- 
ion to Dec. 31, 1939. Vol. 1. (Washington: Securities and Exchange Commission. 1941. 
Pp. 1006. $2.) 

Vew York insurance report; eighty-second annual report of the Superintendent of Insur- 
ince for year ended December 31, 1940. Vol. I: Stock and mutual life insurance com- 
panies, co-operative life and accident associations, hospital service organizations, medical 

ise indemnity organizations, pension funds and retirement systems. Legislative Doc. 
no. 33. (Albany: State of New York. 1941. Pp. 177a, 637.) 


seration of savings-bank life insurance in Massachusetts and New York. Bull. no. 688. 
Department of Labor. (Washington: Supt. Docs. 1941. Pp. ix, 132. 20c.) 


Report on secondary distributions of exchange stocks. (Washington: Trading and Exchange 
Division, Securities and Exchange Commission. 1942. Pp. viii, 78.) 


Public Control of Business; Public Administration; 
National Defense and War 


\ nN, D. California state government. (Stanford University, Calif.: Stanford Univ. 
Press. 1942. Pp. 364. $2.90.) 
\ comprehensive study of the entire framework of the state government of California. 


, F. L. The war and America. (New York: Macmillan. 1942. Pp. 125. 60c.) 


R. H. The National Bituminous Coal Commission administration of the Bituminous 
Coal act, 1937-1941. Stud. in hist. and pol. sci., vol. 59, no. 3. (Baltimore: Johns Hopkins 
Press. 1942. Pp. 356. $3.50; paper, $3.) 

LE, E. H. The mobilization of the home front; the British experience and its sig- 


nificance for the United States. Foreword by MARSHALL Fie.p. (Chicago: Public Admin. 
Serv. Pp. 47. 60c.) 


vN, F. J., editor. Organizing for total war. Annals, vol. 220. (Philadelphia: Am. Acad. 

f Pol. and Soc. Sci. 1942. Pp. ix, 287. $2.) 

, R. K. The Supreme Court and judicial review. Am. govt. in action. (New York: 
r and Rinehart. 1942. Pp. 318. $2; textbook ed., $1.50.) 
W. B. Treaties and constitutional law; property interferences and due process of 
Washington: Am. Council on Pub. Affairs. 1941. Pp. 302. $4.50.) 


Fetter, A. Economic impacts of the war. Peace research project; stud. on war and peace 
no. 14. (New York: New School for Social Research. 1941. Pp. 11.) 
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Francis, E. V. The battle for supplies. (Forest Hill, N.Y.: Transatlantic Arts. 1942, p 
184. $2.75.) 


GELBER, L. M. Peace by power; the plain man’s guide to the key issue of the war ond Direct 
of the post-war world. (New York: Oxford Univ. Press. 1942. Pp. vii, 159. $1.50) fi 


A discussion of the part that power will have in the peace to come by a teacher of Econ 
modern history and international affairs at Canadian universities. 


GLaserR, C. Administrative procedure; a practical handbook for the administrative analyy; Ne 
Stud. in pol. sci. (Washington: Am. Council on Pub. Affairs. 1941. Pp. 207. $3.) 


Giippen, S. H. and Marcus, D. A library classification for public administration mg. Ing 

terials. (Chicago: Public Admin. Serv. and Am. Lib. Assoc. Pp. 519. $6.) Inter: 

This classification system is intended >rimarily for public administration libraries, hy; Int 

it is also for libraries dealing chiefly in special subjects, such as housing, public works 
planning, etc. 


JoHNSEN, J. E., compiler. Federal price control. Reference shelf, vol. 15, no. 4. (New York vel 
H. W. Wilson. Pp. 266. $1.25.) 


Key, V. O., Jr. Politics, parties and pressure groups. (New York: Crowell. 1942. Pp, 831 
75 


$3.75.) Natu 


Kirk, G. L. and StTessrns, R. P., editors. War and national policy; a syllabus. (New York 
Farrar and Rinehart. 1942. Pp. 141. $1.) a 
Designed primarily for the use of American college students. 


MacLetsuH, A. Progress of the defense program, report of the director, Office of Facts and 
Figures, to the President of the United States on the progress of the defense effort of th 
federal government as of December 31, 1941. 77th Cong., 2nd sess. S. Doc. 157. (Wash- 
ington: Supt. Docs. 1942. Pp. 62.) 


Neat, A. C., editor. Introduction to war economics. (Chicago: Richard D. Irwin. 1942 
in Pn 
Pp. 248. $1.25.) 


Soute, G. The strength of nations. (New York: Macmillan. 1942. Pp. 268. $2.50.) ri 


SpreceL, H. W. The economics of total war. Century stud. in econ. (New York: Appleton 
Century. 1942. Pp. 424. $3.) ( 

Stern, E. and BAcKMAN, J., editors. War economics. (New York: Farrar and Rinehart Pri 
1942. Pp. 511. $3.) p 

Tompkins, D. C., compiler. Social and economic problems arising out of World War II; 
a bibliography. P.A.S. pub. no. 80. (Chicago: Public Admin. Serv. 1941. Pp. 121. $1.50 Pi 


Witcox, J. K. Official defense publications: supplement guide to state and federal publi 
cations. (Berkeley: Bur. of Public Admin., Univ. of California. 1942. Pp. 136. $1.) 


Witson, S. Food and drug regulation. (Washington: Am. Council on Pub. Affairs. 1942 
Pp. 177. $3.25.) Sec 
America organizes to win the war, a handbook of the American war effort. (New York } 
Harcourt Brace. 1942. Pp. x, 395. $2. ( 
Attorney General of the United States: annual report for the fiscal year ended June 50 Sec 
1941. (Washington: Justice Dept. 1942. Pp. 327. 35c.) 
Defense: hearings, 77th Cong., 1st sess., pursuant to S. Res. 71, authorizing and directing Ta 


an investigation of the national defense program: Part 5. Functions of the OPM, 
emergency shipbuilding program, June 3, 4, 5, 10, 12, and July 9, 1941. (Washington 
9011 


Special Committee Investigating National Defense Program, Senate. 1941. Pp. 1277-151! 
25c.) 


Defense plant operation: hearing, 77th Cong., 1st sess., on S. 2054, relating to the use and Ba 
operation by the United States of certain plants in the interests of the national defense, 
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Vou. 21, 24, 25, and 27, 1941. (Washington: Judiciary Committee, Senate. 1941. Pp. 181. 


Director of Bituminous Coal Division: annual report to the Secretary of the Interior, 
fscal year ended June 1941. (Washington: Interior Dept. 1941. Pp. 177-214. 10c.) 


Economics of defense and reconstruction. Proceedings of the twenty-seventh summer con- 
ference of the League for Industrial Democracy, June 20-22, 1941. L.I.D. Pamph. ser. 
New York: League for Industrial Democracy. 1941. Pp. 48. 15c.) 


jeral Trade Commission: annual report for fiscal year ended June 30, 1941. (Wash- 
- Federal Trade Commission. 1941. Pp. 228. 25c.) 


Interstate Commerce Commission: fifty-fifth annual report, Nov. 1, 1941. (Washington: 
Interstate Commerce Commission. 1942. Pp. 234. 75c.) 


Motor vehicles: hearings, 77th Cong., 1st sess., on S. 2015, to amend the Interstate Com- 
merce act, as amended, to provide for the regulation of the sizes and weights of motor 
vehicles engaged in transportation in interstate or foreign commerce. Part 1. Dec. 8, 9, 10, 

ind 12, 1941. (Washington: Interstate Commerce Committee, Senate. 1942. Pp. 130. 


\ational defense program: hearings, 77th Cong., 1st sess., pursuant to S. Res. 71, authoriz- 
ing and directing an investigation of the national defense program. Part 6. July 15, 16, 17, 
22. 23, 20, 30, 31, and Aug. 5, 19, 21, and 22, 1941; War Department’s accomplish- 
ments in fiscal year, 1940; emergency ship construction; small business in the defense pro- 
cram: Army and Navy rental of equipment; defense problems in California. (Wash- 

ton: Special Committee Investigating National Defense Program, Senate. 1941. Pp. 

66. 55c.) 

tional Resources Planning Board: National resources development report for 1942. 
Washington: Supt. Docs. 1942. Pp. v, 227. 55c.) 

rice control bill: hearings, 77th Cong., 1st sess., on H. R. 5479 (superseded by H. R. 5990), 

further the national defense and security by checking speculative and excessive price 

rises, price dislocations, and inflationary tendencies, and for other purposes, revised: 1941. 


f 


Part 1. Aug. and Sept. Part 2. Sept. and Oct., 1941. (Washington: Banking and Currency 


Committee, House. 1941. Pp. 987; 989-2305. $1.25; $1.50.) 
Priorities: hearings, 77th Cong., 1st sess., on S. 1847, bill relating to the power to establish 
ities pursuant to act of June 28, 1940, as amended, Dec. 1 and 2, 1941. (Washington: 
Naval Affairs Committee, Senate. 1941. Pp. 129. 15c.) 


Progress report, 1940-41. (Washington: National Resources Planning Board. 1941. Pp. 81. 

This document covers the work of the Board for the 2-year period which ended June 

0, 1940, and records the organization and progress of efforts in city, state, regional, and 
national planning. 

Second War Powers act, 1942: hearings, 77th Cong., 2nd sess., on S. 2208, to further ex- 
pedite the prosecution of the war, Jan. 30 and Feb. 2, 1942. (Washington: Judiciary 
Committee, House. 1942. Pp. 87. 10c.) 

Secretary of the Interior: annual report, fiscal year ended June 30, 1941. (Washington: 
Interior Dept. 1941. Pp. 525. 75c.) 

Take over the war industries. Pamph. no. 1. (London: Socialist Propaganda Committee, 
Fabian Society. Pp. 23. 3d.) 


Industrial Organization; Price and Production 
Policies; Business Methods 


BaRcLAY, H. W., editor. How your business can help win the war. Introduction by 
Donato M. Netson. (New York: Simon and Schuster. 1942. Pp. 111. $1.) 
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FottetT, M. P. Dynamic administration; the collected papers of Mary Parker Folles; 
Edited by Henry C. Mercarr and L. Urwicx. (New York: Harper. 1942. Pp, 32 
$3.50.) 


Kirk, J. G., and others. Introduction to business. 3rd ed. (Philadelphia: Winston, 194) 
Pp. 520. $1.40.) 

Krout, J. A., editor. American industry in a war of machines. Proceedings, vol. 19, no. 4 
(New York: Acad. of Pol. Sci., Columbia Univ. 1942. Pp. 117. $2.50.) 

Maynarp, H. H., and others. Problems to accompany An Introduction to Business Map. 
agement. 3rd ed. (New York: Ronald. 1941. Pp. 93. 50c.) 

MiTcHELL, W. N., editor. Management’s adjustment to the changing national economy 
Stud. in bus. admin., vol. 12, no. 1. (Chicago: Univ. of Chicago Press. 1942. Pp. ix, 61 
$1.) 

ScHELL, E. H. The technique of executive control. 5th ed. (New York: McGraw-Hill, 194) 
Pp. 265. $2.) 

Witson, E. B. Getting things done in business. 2nd ed. (New York: McGraw-Hill, 104) 
Pp. 299. $2.50.) 

This revised edition further emphasizes how the entire executive organization must ; 
ordinate to get things done effectively. 


Standardization activities of national technical and trade organizations. Misc. pub. 160 
(Washington: National Bureau of Standards. 1941. Pp. 288. 75c.) 


Marketing; Domestic Trade 

Brisco, N. A. and ArnowlI1tTT1, L. Introduction to modern retailing. (New York: Prentice- 

Hall. Pp. 353. $2.) 
— and SeverA, R. M. Retail credit. Retailing ser. (New York: Prentice-Hall. Pp. 660 

$5.35; school ed., $4.) 

Irons, W. H. Commercial credit and collection practice. (New York: Ronald. 1942. P; 
624. $4.50.) 

McNair, M. P., editor. Distributional costs; an international digest. (Boston: Bur. of Bus 
Research, Harvard Univ. 1941. Pp. 657. $10.) 


MEsEROLE, W. H. and Sevin, C. H. Effective grocery wholesaling. Econ. ser. no. 14. Bureau 
of Foreign and Domestic Commerce, Dept. of Commerce. (Washington: Supt. Docs 
1941. Pp. ix, 241. 40c.) 


Wiseman, M. The anatomy of advertising; an analytical approach to campaign planning 
and advertisement making. Vol. 1, Campaign planning. (New York: Harper. Pp. 244. $3 
Retail credit survey, 1939. Domestic Commerce ser. 112. (Washington: Foreign and Do- 

mestic Commerce Bur. 1941. Pp. 193. 20c.) 


Sixteenth Census of U. S.: 1940. Census of business, 1939: Wholesale trade, business-siz 
groups and an analysis of operating expenses. (Washington: Census Bureau. 1941. Py 
120. 25c.) 

Mining; Manufacturing; Construction 

Assury, H. The golden flood. (New York: Knopf. 1942. Pp. 324, xv. $3.50.) 

BecEeMAN, M. L. Manufacturing processes. (New York: Wiley. 1942. Pp. 579. $4.50. 

Bravtey, J. R. Coal, petroleum, natural gas, and electricity in the United States, 1929-4 
(Washington: Supt. Docs. Pp. 26.) 


Bryan, R. B., editor. Hide and Leather and Shoes’ encyclopedia of the shoe and leather 
industry. (Chicago: Hide & Leather Pub. Co. 1941. Pp. 496.) 


14047 
WITH 
Cor! 
W arti 
yy 
T if 
Vat 
\a 
( 
in 


‘june $1942] TITLES OF NEW BOOKS 425 
Pollet: Copy, C. C. and Foster, A. Investigations in industries and resources. (Boston: Ginn. 
p. 320 1941 Pp 169. 68c.) 


iyicrpny, W. J., editor. Chemical industries buyer's guidebook number, 17th annual re- 
"vision, 1941-42. (New York: Chemical Industries. 1941. Pp. 736. $1.50.) 


Wirnast, G. S. Modern pulp and paper making. 2nd ed. (New York: Reinhold Pub. 
Corp. 1942. Pp. 704. $6.75.) 


no, 4 
{luminum in aircraft. (Pittsburgh: Aluminum Co. of America. Pp. 103.) 
Man. Wartime building construction. (Brooklyn: Chemical Pub. Co. 1942. Pp. 151. $4.) 
A review of the general principles of wartime building, based on British experiences. 
nom 
x, 


Transportation; Communication; Public Utilities 
De Forest, L. Television, today and tomorrow. (New York: Dial Press. Pp. 361. $3.75.) 


Hasawonp, H. F. and Sorenson, L. J., editors. Traffic engineering handbook. (New York: 
Nat. Conservation Bur. 1941. Pp. 336. $3.25.) 


ivitcrEN, T. Railway freight traffic in prosperity and depression. Occasional paper no. 5. 
New York: Nat. Bur. of Econ. Research. 1942. Pp. 51.) 


Innis, H. A., editor. Essays in transportation, in honour of W. T. Jackman. Foreword by 
the Hon. and Rev. H. J. Copy. Pol. econ. ser. no. 11. (Toronto: Univ. of Toronto Press. 
1041. Pp. viii, 165. $2.50.) 


Jounston, C. E. Railway and air express-parcel post. (Scranton, Pa.: Internat. Textbook 
Co, 1941. Pp. 157. $2.60.) 


ParrisH, W. W. and SHaweE, D., editors. American aviation directory. Vol. 2, no. 2. Second 
halt 1941; aviation officials and companies, United States, Canada and Latin America. 
Washington: Am. Aviation Associates. 1941. Pp. 406. $3.) 


RansMEIER, J. S. Shadow and substance in the TVA power controversy. Papers of Inst. 


§ Research and Training in Soc. Sci., no. 1. (Nashville: Vanderbilt Univ. Press. 1941. 
Pp. 35. 25c.) 


Riwtey, G. The railways, retrospect and prospect. (London: Labour Party. Pp. 20. 2d.) 


Satu, S. B. Air transport in the Pacific area. I.P.R. internat. research ser. (New York: 
Inst. of Pacific Relations. 1942. Pp. 120. $1.) 


Tucker, H. and Leacer, M. C. Highway economics. Internat. texts in civil engineering. 
Scranton, Pa.: Internat. Textbook Co. Pp. 464. $4.) 


{dministrator of Rural Electrification Administration: report, 1941. (Washington: Agri- 
culture Dept. 1941. Pp. 26. 10c.) 


r 


Directory of electric utilities in the United States, 1941. With index to Commission’s sta- 
tistical publications. (Washingtan: Federal Power Commission. 1942. Pp. 1030. $2. 
Investigation of railroads, holding companies, and affiliated companies: hearings before 
ubcommittee of the Committee on Interstate Commerce, United States Senate, 75th 
Cong., 2nd sess., pursuant to S. Res. 71 (74th Cong.). Part. 26. Seaboard Air Line Rail- 
way. Part 27. Chesapeake and Ohio Railway Co. and Pennsylvania Railroad Co. rela- 
tions with coal mining industry. (Washington: Supt. Docs. 1942. Pp. 11539-12362; 

12365-12474.) 
Federal Communications Commission: seventh annual report, fiscal year ended June 30, 
1941 (with notation of subsequent national defense and other important activities). 
Washington : Federal Communications Commission. 1941. Pp. 66. 10c.) 

tics of electric utilities—1940. 4th ed. (Washington: Federal Power Commission. 1942. 


Pp. 706. $2.) 
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Agriculture; Forestry; Fisheries 


Borc, W. T., compiler. War and agriculture in the United States, 1914-1941. Agric. econ 
bibliog. no. 93. (Washington: Bur. of Agric. Econ., U. S. Dept. of Agriculture. 19.) 
Pp. iv, 43.) ‘ 

Carton, H. The frozen food industry. (Knoxville: Univ. of Tennessee Press, 194; 
Pp. 187. $2.) 


FarNswortH, H. C. The world wheat situation, 1940-1941; a review of the Crop year 
Wheat stud., vol. 18, no. 4. (Stanford Univ., Calif.: Food Research Inst. 1941, Pp, » 
$1.25.) 


and JeNsEN, B. M. World wheat survey and outlook January 1942. Wheat styé 
vol. 18, no. 5. (Stanford Univ., Calif.: Food Research Inst. 1942. Pp. 227. 75c.) 


MattTHeEws, D. M. Cost control in the logging industry. Am. forestry ser. (New York 
McGraw-Hill. Pp. 386. $4.) 


McDonatp, A. Early American soil conservationists. U. S. Dept. of Agric. misc. pub. n 
449. (Washington: Supt. Docs. 1941. Pp. 63. 15c.) 


Nasu, S. Aspects of Japanese agriculture, a preliminary survey. I.P.R international p- 
search ser. (New York: Inst. of Pacific Rel. 1941. Pp. ix, 168. $1.50.) 


Warp, H. B., editor. The foundations of conservation education. Educ. in conservation 
pamph. no. 3. (Washington: Nat. Wildlife Federation. 1941. Pp. 248. $1; paper, 60c.) 


WueEe er, M. E. and Hers, M. I., compilers. Agricultural relief measures relating to the 
raising of farm prices; 73rd Congress, March 9, 1933, to June 18, 1934. Agric. econ 
bibliog. no. 92. (Washington: Bur. of Agric. Econ., U. S. Dept. of Agric. 1941. Pp. yi 
80.) 


Agricultural economics literature; index to vel. 14: 1940. (Washington: Bur. of Agri 
Econ., U. S. Dept. of Agric. 1940. Pp. 1131-1588.) 


Agricultural statistics 1941. (Washington: Supt. Docs, 1941. Pp. 731. 75c.) 
This volume presents information formerly published (until 1935) in the statistical 
section of the Yearbook of Agriculture. 


Manager of Federal Crop Insurance Corporation; annual report, 1941, (Washington 
Agriculture Dept. 1941. Pp. 25. 10c.) 


Climate and man; 1941 yearbook of agriculture. (Washington: Supt. Docs. 1941. Pp. 1248 
$1.75.) 
The present Yearbook of Agriculture carries on the work of the preceding volumes, each 
of which has covered some major aspect of science fundamental to the use of our agri- 
cultural resources. This volume takes up weather and climate. 


Coéperative grain elevators in North Dakota and eastern Montana. Coép. research and 
serv. div., bull. 43. (Washington: Farm Credit Administration. 1941. Pp. 58. 10c 


Farm credit: hearings, 77th Cong., 1st sess., on H. R. 5336, providing for improving the 
functioning of the Federal Land Bank System, Sept. 30 to Oct. 31, 1941, (Washington 
Agriculture Committee, House. 1942. Pp. 564. 60c.) 


Journal of Farm Economics, proceedings number. (Madison, Wis.: The American Farm 
Economic Association. 1942. Pp. 367. $2.) 

Parity prices: hearings, 77th Cong., 1st sess., pursuant to S. Res. 117, relating to a formula 
for determining parity prices for basic farm commodities. Part 2. July 16, 17, 18, 22, 2°, 
24, 28, 29, Aug. 1, 5, 19, Sept. 16, Oct. 23, and Dec. 18 and 19, 1941. (Washington 
Agriculture and Forestry Committee, Senate. 1941. Pp. 101-549. 65c.) 

Chief of Agricultural Marketing Service: report, 1941. (Washington: sgriculture Dept 
1941. Pp. 55. 20c.) 
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Bureau of Agricultural Economics: report, 1941. (Washington: Agriculture Dept. 
Pp. 51. 20c.) 

Wheat and wheat flour, report to the President under section 22 of the Agricultural Ad- 
ustment Act of 1933, as amended; with appendixes; proclamation by the President. 
Tarifi Commission, rept. 145, 2nd ser. (Washington: Supt. Docs. 1941. Pp. 38. 10c.) 


Chie} 


Economic Geography; Regional Planning; Urban Land; Housing 
Euuott, H. A. Pennsylvania; people, industries, and resources of the Keystone State. 
ond ed. (Philadelphia: Winston. 1941. Pp. 82. 36c.) 
Farcrieve, J. Geography and world power. 8th and rev. ed. (New York: Dutton. 1941. 
Pp. 384. $2.50.) 
Foreman, G. A history of Oklahoma, (Norman: Univ. of Oklahoma Press. Pp. 398. $3.50.) 
FRaNKLIN, J. Remaking America. (Boston: Houghton Mifflin. Pp. 303. $3.) 
The accomplishments of the past decade in remaking physical America—reclaiming the 
and building roads, dams, bridges, public buildings and homes—and consequently 
affecting the life of the people. 
Fuimer, O. K. Greenbelt, housing. (Washington: Am. Council on Pub. Affairs. 1941. 
Pp 46. $1.) 
James, J. E. Latin America. (New York. Odyssey Press. 1942. Pp. 926. School edition, 
$4.50; library edition, $6.) 
A text covering the economic geography of South America and Middle America and 
including a survey of the history and population of Latin America. 
May, A. A. The valuation of residential real estate. (New York: Prentice-Hall. 1942. Pp. 
ut, H. W., and others. Alabama, past and future. States at work ser. (Chicago: 
Science Research Associates. Pp. 401. $1.96.) 


Occ, E. and SANDBANK, H. Homes to live in. Pamph. no. 66. (New York: Public Affairs 


City growing pains; a series of discussions of metropolitan area problems. (New York: 
Nat. Municipal League. 1941. Pp. 116. 50c.) 

The cotton-and-tobacco South. U. S. Dept. of Agric. misc. pub. no. 474 (Washington: 
Supt Docs. 1941.) 

Defense-housing and defense public-works statutes of the United States, and provisions of 
ther laws and executive documents relating to the administration of such statutes. 
Washington: Federal Works Agency, General Counsel Office. 1941. Pp. 88. 15c.) 

Defense housing: hearings, 77th Cong., 1st sess., on H. R. 6128, Dec. 18 and 19, 1941. 
Washington: Education and Labor Committee, Senate. 1941. Pp. 84. 10c.) 

hearings, 77th Cong., 1st sess., on H. R. 6135, Dec. 5 and 9, 1941. (Washington: 

Public Buildings and Grounds Committee, House, no. 7. 1941. Pp. 41. 10c.) 

Defense urban rehabilitation. Proceedings of the conference held in Chicago, Illinois, 
February 13-14, 1941. (Chicago: Am. Soc. of Planning Officials, 1313 E. 60th St. 1941. 
Pp. 101 $1.) 

Handbook on urban redevelopment for cities in the United States. FHA form 2389. 

Washington : Federal Housing Administration. 1941. Pp. 105. 15c.) 


Labor and Industrial Relations 


DER, R. Labor parties of Latin America. (New York: League for Industrial De- 
racy. 1942. Pp. 47. 15¢c.) 
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Beororp, J. H. and SreerHeap, A. F. Occupational exploration; a guide to persong) ou 
occupational adjustment. Occupational relations ser. (Los Angeles: Soc. for Occupationg 
Research, Ltd. 1941. Pp. 360. $2.50.) 


Bercen, H. B., and others. Interchanging ideas between management and employer 
Personnel ser., no. 46. (New York: Am. Manag. Assoc. 1941. Pp. 24. 50c.) } 


Boone, G. The Women’s Trade Union Leagues in Great Britain and the United States af 
America. Stud. in hist., econ. and pub. law, no. 489. (New York: Columbia Uniy. Pres 
1942. Pp. 283. $3.50.) 


Brown, J. D. and Baker, H. Optimum hours of work in war production. (Princeto, 
Princeton Univ. Industrial Rel. Sect. 1942. Pp. 25. 75c.) 


Ditton, C. H. International labor conventions; their interpretation and revision. (Chapel 
Hill: Univ. of North Carolina Press. 1942. Pp. 283. $3.) 
A study of the conventions of the International Labor Organization. 


Drake, L. A. and Grasser, C. Trends in the New York clothing industry. (New Yor 
Inst. of Pub. Admin. 1942. Pp. xvi, 181.) 


GrnzBerc, E. Grass on the slag heaps; the story of the Welsh miners. Foreword by Tuows 
Jones. (New York: Harper. Pp. 242. $2.50.) 


Gotpen, C. S. and Rutrenserc, H. J. The dynamics of industrial democracy. (New 
York: Harper. 1942. Pp. xxvi, 358. $3.) 


Heron, A. R. Sharing. information with employees. Toward understanding industry 
Stanford Univ.: Stanford Univ. Press. 1942. Pp. 213. $2.50.) 


Hov ann, I., and others. Principles and methods of industrial training. Personnel ser., 1 
47. (New York: Am. Manag. Assoc. 1941. Pp. 51. 75c.) 


Leont’ev, A. Work under capitalism and socialism. (New York: Internat. Pubs. 194? 
Pp. 62. 75c.) 

LesconieErR, D. D., and others. Labor policies in wartime. Round table broadcast, no. 204 
(Chicago: Univ. of Chicago Press. 1942. Pp. 28. 10c.) 


LyTLeE, C. W. Wage incentive methods, their selection, installation and operation. Rev. 
(New York: Ronald. 1942. Pp. 481. $6.) 


McNett, J. M. and Forsom, J. C., compilers. Agricultural labor in the United States, 
1938—June 1941. Agric. econ. bibliog., no. 95, suppls. nos. 64 and 72. (Washington 
Bur. of Agric. Econ., U. S. Department of Agriculture. 1942. Pp. vi, 268.) 


MrpvteTon, P. H. Railways and organized labor. (Chicago: Railway Bus. Assoc., 38 $ 
Dearborn St. 1941. Pp. 155. 50c.) 


SecaL, M. J. The Norris-La Guardia act and the courts. (Washington: Am. Council on 
Pub. Affairs. 1941. Pp. 30. $1.) 


SEIDMAN, J. I. The needle trades. Labor in 20th century Am. ser. (New York: Farrar 
and Rinehart. 1942. Pp. xviii, 356. $2.50.) 


Wovytinsky, W. S. Three aspects of labor dynamics. (Washington: Committee on Socal 
Security, Social Science Research Council. 1942. Pp. xiv, 249. $2.50.) 


Secretary of Labor: annual report for the fiscal year ended June 30, 1941. (Washington 
Labor Dept. 1942. Pp. 165. 20c.) 


Collective bargaining contracts. (Washington: Bur. of Nat. Affairs, Inc. 1942. Pp. 7# 

$7.50.) = 

This handbook discusses the techniques of negotiation and administration with topic 
classification of clauses. 


Conciliation act of 1941: hearings, 77th Cong., Ist sess., on S. 683, to expedite the 
national-defense program by providing a method for the settlement of labor dispules 
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in defense industries without resort to hasty strikes and lock-outs, May 6 to 29, 1941. 
Washington: Education and Labor Committee, Senate. 1941. Pp. 351. 30c.) 


Employment agencies: hearings, 77th Cong., 1st sess., on H. R. 5510, to regulate private 
employment agencies engaged in interstate commerce, Nov. 17, 19, 21, 1941. (Washing- 
- Labor Committee, House. 1941. Pp. 272. 25c.) 


Em| ployment and wages of covered workers in state unemployment compensation systems— 
_ Employment Security memo. no. 17. (Washington: Research and Statistics Divi- 
on, or Security Board. 1941. Pp. xiii, 404.) 


Employment security in Ohio, 1940; a report of activities of the Bureau of Unemploy- 
ment Compensation. (Columbus; Ohio Bur. of Unemployment Compensation. 1941. 
Pp. 04.) 

Handbook of federal labor legislation: Part 2, Labor laws of general application. Labor 
standards div., bull. 39, pt. 2. (Washington: Supt. Docs. 1941. Pp. 150. 30c.) 


Labour in the colonies, some current problems. Reports submitted to the Labour Com- 
mittee of the Fabian Colonial Bureau. Research ser. no. 61. (London: Fabian Society. 
1942. Pp. 47. 1s.) 

Reports of committees and resolutions adopted by Eighth National Conference on Labor 
Legislation, Nov. 12, 13 and 14, 1941. Labor standards div., bull. 52-A. (Washington: 
Supt. Docs. 1941. Pp. 23. 10c.) 


tional Mediation Board; seventh annual report, including Report of National Railroad 
{djustment Board, fiscal year ended June 30, 1941. (Washington: Nat. Mediation 
Board. 1941. Pp. 87. 20c.) 

Strikes in defense industries, supplementary information to accompany S. Doc. 52 (77th 
Cong., Ist sess.); statement showing certain basic data for formulation of policy toward 
strikes in defense industries. 77th Cong., 1st sess., S. Doc. 147. (Washington: Supt. 
Docs. 1941. Pp. 35. 10c.) 


Workmen’s protective legislation in Poland; twenty years co-operation with the Inter- 
national Labor Organization. (New York: Am. Friends of Polish Democracy. 1941. 


Pp. 48.) 


Social Insurance; Relief; Pensions; Public Welfare 


| James, A. W. The state becomes a social worker; an administrative interpretation. (Rich- 


mond: Garrett and Massie. 1942. Pp. 382. $3.) 


Approaches to Social Security, an international survey. Stud. and repts. ser. M (social insur- 
ance) no. 18. (Montreal: Internat. Labour Office. 1942. Pp. iii, 100. 50c.) 


Federal Works Agency: second annual report, 1941, (Washington: Supt. Docs. [1942.] 
Pp. v, 473. 65c.) 

Old-age pensions: hearings, 77th Cong., 1st sess., on S. 1932, to amend the Social Security 

uct to provide for general pensions, and for other purposes, Dec. 1, 2, and 15, 1941. 
Washington: Finance Committee, Senate. 1941. Pp. 147. 15c.) 


Pennsylvania public assistance statistics; summary, 1932-1940. (Harrisburg: Dept. of 
ic Assistance, Temporary Bldg., no. 4, Capitol Park. 1941. Pp. 91.) 


Post-defense planning: hearings, 77th Cong., 1st sess., on S. 1617, to amend the Employ- 
ment Stabilization act of 1931; S. 1833, to promote the general welfare of the nation 
by providing work on public projects to persons in need of employment, and for other 
purposes; S. Res. 178, creating a select committee to investigate unemployment and 
relief, Nov. 3, 4, 5,6, and 7, 1941. (Washington: Education and Labor Committee, Senate. 
1941. Pp. 165. 20c.) 
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Public assistance, 1940. Pub. assistance rept. 1. (Washington: Social Security Board, 19,; 
Pp. 41. 15¢c.) P 
Social security in wartime and after; statement and recommendations by 68 of the natiop; Pop 
leading experts and students of the problem. (New York: Am. Assoc. for Social Securi: 
1942. Pp. 55. 25c.) ; 
Social security yearbook, 1940. (Washington: Social Security Board. 1941. Pp. xix 3; 
70c.) 
Socio-economic and employment status of urban youth in the United States, 1935-36, py, 
health bull. 273. (Washington: Public Health Service. 1941. Pp. 58. 15c.) 


United States Employees’ Compensation Commission: twenty-fifth annual report, July 1 ADA 
1940 to June 30, 1941. (Washington: Employees’ Compensation Commission, 194; 
Pp. 78. 15c.) 
T 
Youth and the future; the general report of the American Youth Commission. Forewor 
by FLoyp W. Reeves. Introduction by Owen D. Younc. (Washington: Am. Coung BA 


on Educ. Pp. 315. $2.50.) 


Consumption; Income Distribution; Codperation 


Bercaw, L. O. and HENNEFRUND, H. E., compilers. Distribution of farm income by six 
a selected bibliography. Agric. econ. bibliog. no. 96. (Washington: Bur. of Agric. Econ 
Agriculture Dept. 1942. Pp. iv, 103.) 

Date, E. and Vernon, N. Consumer education, an annotated bibliography. Ser. 1, vol. | 
no. 3. (Columbus: Bur. of Educ. research, Ohio State Univ.; Columbia, Mo.: Inst. for 
Consumer Educ. 1941. Pp. 35 25c.) 

Fioyp, O. R. and Kinney, L. B. Using dollars and sense: consumer economics. Newson 
soc. stud. ser. (New York: Newson and Co. 1942. Pp. 314. $1.40.) 

HAMBLEN, S. B. and ZimMeERMAN, G. F. How to spend wisely. (New York: Harper. 194 
Pp. 384. $2.50.) 

Previously published under the title, Wise Spending. 

KennNeEpy, A. and VAucHN, C. Consumer economics workbook. (Peoria: Manual Ars 
Press. 1941. Pp. 112. 76c.) 

Morrett, C. W. More for your money. Public affairs pamph., no. 63; consumer ser. no. 4 
(New York: Public Affairs Committee. 1942. Pp. 31. 10c.) 

TERESHTENKO, V. J. Codperative education. (New York: Federal Works Agency. 1941 I 
Pp. xxiii, 363.) 

WitiAMs, F. M. and Hanson, A. C. Money disbursements of wage earners and cleri 
workers 1934-36, summary volume. Bur. of Labor Stat. bull. 638. (Washington: U. § Y 
Dept. of Labor. 1941. Pp. ix, 402. 55c.) 

Consumer education for life problems; proceedings of the third national Conference on 


consumer education held at Stephens College, April 7-9, 1941. Bull. no. 3. (Columbia, 
Mo.: Inst. for Consumer Educ., Stephens Coll. 1941. Pp. 201. $1.50.) 


Population; Migration; Vital Statistics 
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EpitorraL Notes—Under present circumstances it is difficult to secure review copie hadwic 
or even to know of the existence, of books published in foreign countries which may by Mipclark, ¥ 
of interest to readers of the Review. Several persons have assisted by voluntarily calling HC!y™20, 
attention to foreign books, and in a few instances by submitting unsolicited reviews ohenou 


Assistance of this sort is much appreciated, and I hope that others will serve the reader 
of the Review in the same way. 


The preparation of the list of articles from current periodicals which appears in each 
number of the Review presents an almost insoluble problem of selection. The listing has 
been curtailed by the omission of many short articles from dubitably scientific periodicals, 
and has been extended to include more articles from the law quarterlies. The most difficult 
area of choice is that of the numerous periodicals dealing with specialized fields which 
are of interest to various groups of economists, such as accounting, taxation, marketing 
insurance, agricultural economics, transportation, and industrial management. It i 
impossible to be exhaustive, so it is necessary to suppose that people with highly specialized 
interests follow the periodical literature in their own fields and are not dependent on the 
Review as a primary bibliographical source. I hope, however, that persons who find 
the present listing inadequate for their needs will send in their suggestions for broader 
coverage. 

The Review is also receiving a large number of economic and statistical periodicals 
from Latin America, from which only a very select list of titles is published. A complete 
list of these periodicals will be published in September, as a guide to economists interested 


in the economic affairs of Latin America. — 
Attention is again called to the need of the Review of Economic Studies for rew oe | 
American subscribers to take the place of continental European subscribers. In spite on 2 
of the influential part it has played in the development of economic analysis in recent Guttenp! 
years, for some reason it has had a very small number of paid-up American subscribers Haraldse 
Checks for the subscription price of $2.00 should be sent to Paul M. Sweezy, 10 Forest Harrison 
Street, Cambridge, Mass. Hatton. 
An inquiry has recently been sent to all institutions known to grant doctor’s degrees Hayden 
in economics, requesting data concerning candidates for the thesis list to be published Heaney 
in September. If any institution having doctoral candidates has not received this inquiry, Hedges, 
it would be appreciated if it will write this office at once. Was 
All over the United States, and especially in Washington, small groups of economists Hitch, 1 
are engaged in intensive study and discussion of problems of economic analysis and public Hoadley 
policy. But for some reason the results of this forward-looking thought do not readily Cali 
reach the economic journals. “The Inflationary Gap,” for example, on which a two-man Hofstad. 
symposium is published in this number, has been actively under discussion for over 4 Holben, 
year. Problems of general rationing, on which it is hoped to publish a symposium in Horowit 
September, have similarly escaped the printed page. It will be a substantial aid in getting Houston 
such subjects promptly into print for the general benefit of economists if persons imme- Jones, f 
diately concerned will call them to my attention and suggest a panel of competent persons Jones, I 
to discuss them.—P.T.H. ee 
amins, 
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The American Council of Learned Societies is sponsoring a program of intensive 
tion in languages designed to provide opportunity for Americans trained in the 
university disciplines—history, economics, engineering, journalism, the physical 

ithematical sciences, etc——to add to their competences control of one of the 

languages likely to be necessary in the war effort. Those interested can learn 

f the program by writing to The Intensive Language Program, American Council 


f Learned Societies, 1219 Sixteenth Street, N.W., Washington, D.C. 


e Science-Technology group of the national Special Libraries Association has under- 

pile, for the benefit of users of the Russian scientific and technical periodicals, 

r otherwise, a complete list of the holdings of such periodicals in all the libraries 

United States and Canada, as far as possible, whether personal, institutional or 

strial. Owners and librarians in charge of such materials are asked to send in on 

h slips the following information: (1) title of periodical, transliterated according 

\.L.A. or Library of Congress rules; (2) holdings in volume numbers and years exact 

month and issue number; (3) is it received currently? (4) can the periodicals be 

photostatted? microfilmed? (5) subject or subjects to which this periodical 

ted; (6) former titles, if any, in chronological order and on the other side of the 

This information should be sent to Miss Nathalie D. Frank, 512 West 162nd Street, 
York, New York. 

1 B. Peixotto, professor emeritus at the University of California, died in October. 


Appointments and Resignations 


J. Russell Andrus, associate professor of economics at the University of Redlands, 
leave of absence and is now working as economic research analyst for the Far Eastern 
f the Bureau of Foreign and Domestic Commerce, Washington, D.C. 
James W. Angell, professor of economics at Columbia University, was granted a leave 
nce during the second semester of 1941-1942 to accept an appointment in 
Roy Ashmen, instructor in accounting at Louisiana State University, is now a lieutenant 
Naval Reserve and is stationed at Jacksonville, Florida. 
5. Atwood of the University of Florida has been granted a leave of absence 
me economic analyst attached to the United States Embassy at Quito, Ecuador. 
Wuham Bade, a New York University-Tax Foundation Fellow, has resigned to accept 
posit vith the War Production Board in Washington, D.C. 
‘arvin A. Bacon of the University of Michigan is now in the Rent Division of the 
Price Administration. 
Theodore N. Beckman of Ohio State University is now serving on a part-time basis as 
‘ consultant of the Division of Civilian Supply, War Production Board. 
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M. M. Bober has been granted a leave of absence from Lawrence College to join the 
staff of the Office of Price Administration, Washington, D.C. 

Gladys Boone has been appointed chairman of the new Division of Social Studies ai 
Sweet Briar College, which combines the department of economics and sociology and the 
department of history and government. 

Daniel Borth, professor of accounting in the College of Commerce and auditor of 
Louisiana State University, joined the Army in February with the rank of Major in the 
Quartermaster Corps and is now stationed in Washington, D.C. 

D. O. Bowman, instructor at the University of Michigan, has been given leave for the 
duration of the emergency to work in the Chicago office of the Office of Price 
Administration. 

Benjamin F. Brooks, professor of economics at Butler University, has been granted leave 
of absence to become a liaison officer with the Civil Service Commission in Washington, D.C 

R. P. Brooks, dean of the College of Business Administration, University of Georgia, 
is regional price executive of the Office of Price Administration in the Atlantic office. 

J. Douglas Brown, who has returned to Princeton University from the War Production 
Board, is serving as a consultant to the War Department on man-power policy. 

Roy J. Bullock has been promoted to associate professor of political economy at the 
Johns Hopkins University. 

Malcolm Burnside has been given a leave of absence by the American Telephone and 
Telegraph Company and has entered active service as a Naval Reserve officer. 

Henry Chen, junior assistant in the department of economics of the School of Commerce, 
New York University, has been appointed a representative of the Ministry of Economics 
of the Republic of China. 

Morris Chertkov has received an appointment in the legal division of the War Produc- 
tion Board, at Washington, D.C., and is on leave from the University of Washington. 

Howard E. Cooper has been promoted to associate professor of political economy at 
the Johns Hopkins University. 

R. S. Cornish, formerly of Waynesburg College, has joined the staff of the College of 
Business Administration at the University of Georgia as an associate professor of economics 

Virgil Cover has returned to Washington from Dallas, where he was regional business 
consultant for the Department of Commerce, to assume the position of transportation 
economist in the Bureau of Foreign and Domestic Commerce. 

Earl C. Crockett, professor of economics at the University of Colorado, has been 
granted a leave of absence to work with the War Production Board, Washington, D.C. 

Walter A. Chudnowsky has been appointed an instructor in economics at Columbia 
University after having served as a research associate with the National Bureau of Eco- 
nomic Research during the past year. He is also serving as a consultant in the Division 
of Research of the Office of Price Administration. 

Amando M. Dalissay is now a junior business economist with the Office of Price 
Administration. 

Paul T. David has resigned as associate director for research and chief economist of 
the American Youth Commission of the American Council on Education to accept 4 
position as a chief statistical analyst in the Fiscal Division of the United States Bureau 
of the Budget. He was formerly secretary of the President’s Advisory Committee on 
Education. 

Leonard A. Drake, who has been in government service for some time, carrying 00 
economic research work in other agencies, has been appointed regional business consultant 
of the Department of Commerce, and is stationed at Philadelphia. 

William E. Dunkman is on leave from the University of Rochester while working 
the Division of Civilian Supply of the War Production Board. 

Robert P. Eastwood has been promoted from instructor to assistant professor of business 
statistics in the Columbia University School of Business. 

Clarence W. Efroymson, associate professor of economics at Butler University, has been 
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ranted leave of absence while working with the Office of Price Administration, Wash- 
ingt n, D.C 

Wilford J. Eiteman of Duke University is on leave of absence and is at present in the 
of Price Administration in the Nonferrous Materials Division. 


George Heberton Evans, Jr., has been promoted to professor of political economy at 
the Johns Hopkins University. 

1. Wesley Fly of the University of Florida, who held an officer’s commission in the 
Reserve Corps, has been granted a leave of absence upon being called into active service. 
Tohn L. Fulmer, associate professor of rural economics at the University of Virginia, 
as been given a leave of absence and is now a Captain in the Army. 

Mary Gilson of the University of Chicago gave a course in industrial relations at 
Wellesley College during the second semester of 1941-1942. 

Henry Glass, a former junior assistant in the department of economics of the School 
¢ Commerce, New York University, is now with the Office of Price Administration, 
Washington, D.C. 

Joseph Gordon, formerly assistant manager of the research department of Merrill, Lynch, 
Pierce, Fenner and Beane, New York, is now chief of the Import Priorities Section of the 
Var Production Board. 

Robert E. Graham, Jr., acting associate professor of rural economics at the University 

Virginia, was called into active service in February and is now a Lieutenant at Fort 
McClellan, Alabama. 

William Haber, professor of economics at the University of Michigan, was given leave 
for the second semester to assist the Director of the Budget in Washington, in codrdinating 

irious pension plans. 

George G. Hagedorn of the Lehman Corporation joined the Army in March. 

Everett E. Hagen of Michigan State College is now serving with the National Resources 
nning Board, Washington, D.C. 

James K. Hall of the University of Washington has been appointed price executive 

th the Seattle office of the Office of Price Administration and will be on leave until 
ember 

Earl J. Hamilton of Duke University will spend four months, June through September, 

1 the archives of Colombia, Guatemala, and Mexico, gathering material for a book on 

the economic background of the Monroe Doctrine. 

Tom Hancock, instructor in economics at the University of Kansas, entered the Army 

Febr lary 

Robert W. Harbeson of Rutgers University has been appointed economic consultant to 
the New Jersey Rationing Administration. 

David Harrison of the department of economics of Ohio State University is serving as 
senior economist in the Steel Section of the Office of Price Administration. 

Everett D. Hawkins, associate professor of economics, has been granted leave of ab- 
sence from Mount Holyoke College extending through 1942-43, in order to accept a 
special assignment with the Office of Price Administration. 

Carl H. Henrikson, Jr., regional business consultant of the Department of Commerce at 
Philadelphia, has been transferred to New York, where he is at the Department’s regional 

ice, 500 Fifth Avenue. 

William W. Hewett, professor of economics at the University of Cincinnati, was granted 
‘ leave from April 20 to June 30, to accept a special assignment with the Tax Research 
Vivision of the Treasury Department. 

Frederick R. Hoisington, Jr., of the International Telephone and Telegraph Corpora- 
on, has been appointed principal economist with the Alien Property Division of the 
Vepartment of Justice. 

Edgar M. Hoover, Jr., associate professor of economics at the University of Michigan, 
on leave of absence and will work through the summer in the Fuels Division of the 
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M. H. Hornbeak, formerly associate professor of business administration at Louisiang 
State University and lately vice president of the Louisiana National Bank, Baton Rouge 
entered the army in March as a Lieutenant in the Quartermaster Corps, stationed jy 
Washington. 

Clifford James, professor of economics, is on leave of absence from Ohio State Upj- 
versity to serve as regional price executive in the Office of Price Administration, jp 
Cleveland. 

Lloyd Johnson has been appointed instructor in accounting at the University of Florida 

Richard B. Johnson, assistant professor of business and economics at the University of 
Arkansas, has resigned to assume the position of regional business consultant of the De- 
partment of Commerce, stationed at Dallas. Before going to Dallas, he spent considerable 
time in Washington, becoming acquainted with the work of a number of war agenci« 

J. Maynard Keech of Duke University is on leave and is at present with the Civ; 
Service Commission. 

Marshall D. Ketchum, recently advanced from assistant to associate professor of eco- 
nomics at the College of Commerce, University of Kentucky, will be professorial lecture; 
in finance in the School of Business, University of Chicago, during the summer quarter 
of 1942. 

Will F. Kissick, chief economist of the Codperative Business Research Station established 
jointly by the University of Minnesota and the Department of Commerce at Minneapolis 
has been transferred to the regional office in Minneapolis as acting regional business con- 
sultant. 

Harold D. Koontz, assistant professor of economics at Colgate University, has been 
named economic consultant to the chief of the Machinery and Equipment Section of the 
Office of Price Administration. 

Mabel S. Lewis has taken a position with the Post-War Division of the Bureau of La 
Statistics, Washington, D.C. 

Shaw Livermore, professor of economics, has been on leave from the University 
Buffalo since April, 1941, to serve in the Priorities Division of the War Production Board 

Clarence D. Long has been promoted to associate professor of economics at Wesleyan 
University and granted a renewal of his leave of absence. During 1941-42, he has been 
preparing a book on the history of unemployment in the United States, with the support 
of a Guggenheim Fellowship and a membership in the Institute for Advanced Study at 
Princeton, He will continue this work during 1942-43 under the same auspices. 

Hastings Lyon is retiring from the Columbia University School of Business at the en 
of the 1941-42 academic year. 

Donald H. Mackenzie, associate professor at the University of Washington, has been 
acting as an examiner for the National War Labor Board in matters affecting wateriront 
labor relations in the Puget Sound area. 

Lewis F. Manly has been named acting chairman of the department of economics and 
sociology at Tufts College. 

Donald Marsh, instructor in economics in Barnard College, Columbia University, wil 
teach introductory economics in the new summer session for the acceleration of the college 
course for women undergraduates. 

Boyce F. Martin, dean of the School of Business Administration at Emory Universit) 
has resigned to take a position with the Louisville Cement Company. 

Carl Marzani, senior assistant and part-time instructor in the department of economic 
of the School of Commerce, New York University, has resigned to accept a position wil! 
the Codrdinator of Information in Washington, D.C. 

Walter J. Matherly, dean of the College of Business Administration, University 0! 
Florida, has been appointed a director of the Jacksonville branch of the Federal Reserv 
Bank of Atlanta. 


Orville J. McDiarmid, assistant professor of economics and business administration 4! 
the College of William and Mary, is on leave for the second semester of 1941-42 ane s 
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loved as economist in the Post-War Division of the Bureau of Labor Statistics. 
Eugene Melder, associate professor of economics and sociology at Clark University, 
varded a grant-in-aid by the Social Science Research Council for research on 
nact of interstate trade barriers. 
1 Merriam, instructor in economics at the University of Kansas, resigned at the end 
» first semester of 1941-42 to accept employment with the Transportation Board, 
gton, D.C. 
Nicholas Mirkovich, formerly at the department of economics, University of California, 
ned from the staff of the International Secretariat of the Institute of Pacific Relations 
the Yugoslav Government in London as chief of the newly created Office of Re- 
n and Economic Affairs, and also to act as deputy chairman of the Economic 
of the Eastern and Central European Planning Board, a joint planning body of 
rnments of Poland, Czechoslovakia, Yugoslavia and Greece. 


Robert C. Mizell, director of university development at Emory University, has been 


Robe! 
: nted acting dean of the School of Business Administration. 
L. Mosak of the University of Chicago has been given a leave of absence and is 
enior economist in the Office of Price Administration. 
F. Palmer, instructor in economics at the University of Kansas, resigned at the 
the first semester of 1941-42 to accept an appointment as assistant professor of 
Marquette University. 
Harlow S. Person is retiring from the School of Business Administration of Columbia 
in June. 
harles F. Phillips, professor of economics at Colgate University, has been named 
ite price executive in the Rubber Division of the Office of Price Administration. He 
‘merly a marketing consultant for the Office. 
irl Powers, who held an officer’s commission in the Reserve Corps, has been granted 
ive of absence by the University of Florida, upon being called to active duty. 
B. Raisty, head of the department of public finance at the University of Georgia, is 
the administration of installment buying regulations at the Federal Reserve 
Atlanta 


Joseph S. Ransmeier, instructor in economics at Vanderbilt University, is now working 
Was ton at the Office of Price Administration. 
G. Reynolds has been promoted to associate professor of political economy at 
Johns Hopkins University. 
H. Richardson, formerly visiting professor at the University of Toronto, has been 
nted economic adviser to the Governor of Bermuda. 
B. R. Risinger, instructor in business administration and assistant to the dean of the 
f Commerce at Louisiana State University, was made purchasing agent of the 
April. 
W. R. Roane, instructor in accounting and assistant auditor of Louisiana State Uni- 
een named auditor of the University. 
Rosenfield of the New York State Division of State Planning is now employed 
iate economist in the Copper and Brass Section of the Office of Price Ad- 


md J. Saulnier, professor of economics at Barnard College, taught monetary 
at Columbia University during the last part of the second semester of 1941-42. 
Franklin Scheider, instructor at the College of Business Administration, University of 


Georgia, is now a reserve officer at Fort Benning. 


Melvin J. Segal has been granted a leave of absence from Southern Illinois Normal 
versity to accept a position as chief economist with the Minimum Wage Board of 
Government of Puerto Rico. 

William H. Shannon, associate professor of accounting at the University of Kansas, 

granted a leave of absence while serving in the Navy, where he holds the rank 

{ Lieutenant in the Supply Corps. 
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I. Leo Sharfman, professor of economics at the University of Michigan, has been ap- 
pointed an associate member of the War Labor Board. 

Lloyd L. Shaulis, chairman of the department of economics and sociology at Tyj; 
College, has been on leave of absence since February, and is now with the Office of Pric. 
Administration. 

Edward C. Simmons, who has held a post-doctoral fellowship of the Social Scienc: 
Research Council, has transferred to the Office of Price Administration in Washington, Dc 

Isidore Singer, formerly of the College of the City of New York and Brooklyn Colles: 
has been appointed junior assistant in the department of economics of the School oj 
Commerce, New York University. 

Arnold L. Skinner, formerly stationed at the regional office of the Bureau of Foreign 
and Domestic Commerce in Minneapolis, has joined the Naval Reserve. 

R. Elberton Smith, formerly of the department of economics at the University 
Denver, is now an economist in the Research and Analysis Section of the War Production 
Board. 

Robert S. Smith of Duke University has received a Guggenheim award and will spend 
the summer in Mexico, in research on economic history. 

Joseph J. Spengler has resumed his teaching duties at Duke University after being on 
sabbatical leave in the first semester. 

Henry W. Speigel of Duquesne University will teach courses in war economics and 
agricultural policy in the summer session at Michigan State College. 

John D. Sumner, professor of economics, has been on leave from the University of 
3uffalo since June, 1941, and is serving as price executive in the Office of Price Admin- 
istration. 

Glenn W. Sutton of the University of Georgia has been commissioned in the Navy and 
is located in Rhode Island. 

W. A. Tolman is on leave from the University of Kentucky and has accepted a position 
as regional price economist in the Bureau of Labor Statistics in charge of the Atlanta 
regional office. 

Lawrence W. Towle of Lawrence College was acting professor of economics at the 
University of Florida for the second semester of 1941-42. 

Malcolm D. Taylor has been granted a leave of absence from the University of North 
Carolina to accept a position with the Civil Service Commission. 

Lorie Tarshis, assistant professor of economics at Tufts College, has accepted a position 
with the Board of Economic Warfare. 

Mary Van Brunt taught introductory economics at Barnard College during the second 
semester of 1941-42. 

Charles J. Walsh, assistant professor of economics at the School of Business, Fordham 
University, has been granted a leave of absence in order to accept a position as busines 
specialist with the Office of Price Administration, Washington, D.C. 

Edward C. Welsh is on leave of absence from the department of economics of Ohio 
State University to serve as principal economist in the Office of Price Administration in 
Cleveland. 

Robert L. Whaley, formerly commercial agent for the Department of Commerce sta- 
tioned at Detroit, has assumed the position of regional business consultant at St. Louis 
following an intensive period of training in Washington, to acquaint him with the work 
of the federal agencies in St. Louis. 

Bayard O. Wheeler, lecturer at the University of Washington, is doing part-time research 
in the Seattle office of the Bureau of Labor Statistics and in the Seattle office of the Oiice 
of Price Administration, where he will be on a full-time basis after June 15. 

Joseph A. Yager, formerly teaching fellow at the University of Michigan, is working 
with the National Resources Planning Board in Washington. 

E. L. Zingler of Louisiana State University is on leave until September with the \o- 
tional Resources Planning Board in Dallas. 
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BOOK REVIEWS AND TITLES OF NEW BOOKS 


Economic Theory; General Works 


= & Book Reviews 
\arcet, The Theory of Prices, Vol. Il, by Harold L. Reed .. 
Tufts gucx, The Politics of Mercantilism, by E. A. J. Johnson . 
Price Taxce. McINTYRE and YNTEMA, editors, Studies in Mathematical Ec onomics 5 end 
Econometrics in Memory of Henry Schultz, by L. M. Court . at 
cience \rTEBERRY, AUBLE and Hunt, Introduction to Social Science: A Survey of Social 
oles Teles of New cs 
Economic History 
Book Reviews 
—— RostovrzerF, The Social and Economic History of the Hellenistic World, by 
ty of x. The Tennessee Yeomen, 1840-1860, by W. W. Jennings ............... 
Iclior ‘McGrane, The Economic Development of the American Nation, by T. S. Berry .. 


{n Economic History of Athens under Roman Domination, by H. J. Loane 


Economic Systems; National Economies 


Book Reviews 


TRACHTENBERG, editor, V. I. Lenin, Collected Works, Vol. XIX, by P. M. Sweezy 


- Scuurz, Latin America: A Descriptive Survey, by A. P. Whitaker ....... 

poe Philippines, A Study in National Development, by C. Porter . —— 
min K NGSLEY ~ ETEGORSKY, and others, Strategy for Democracy, by R. ‘Bain ee 


Statistics; Economic Mathematics; Accounting 
Book Reviews 
Relation of Cost to Output for a Leather Belt Shop, by J. S. Bain... 

and BENNETT, Statistical Methods Applied to Agricultural Economics, 
and KEeLLocc with GRAHAM, Business Statistics, by E. W. Swanson 
E, Industrial Accounting, by W. C. Beatty ............. ae eee 


Business Cycles and Fluctuations 


Public Finance; Fiscal Policy; Taxation 
Book Reviews 
RAT? {merican Taxation: Its History as a Social Force in Democracy, by 
Theory of Incidence of Sales Taxation, by D. W. Gilbert — 
UO! ALTMAN, Federal Tax Course, by J. D. Paris ...... 
itles a New Books 


3 


Money and Banking; Short-Term Credit 
Book Reviews 
MAN and WESTERFIELD, Branch Banking: Its Historical and Theoretical Posi- 
ion in America and Abroad, by E. S. Shaw ....... ee er eee 
by L. V. Chandler ........ 


_ Federal Reserve Bank of Richmond, by A. G. Gruchy 
king International Trade, Finance and Economic Policy 
Book Reviews 
Na- wi imerica’s Trade Equality Policy; Lowe, British Tariff Movement, by C. 
Krej ler 
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Business Finance; Insurance; Investments; Securities Markets 


Public Control of Business; Public Administration; National 
Defense and War 
Book Reviews 
Corey, The Unfinished Task: Economic Reconstruction for Democracy, by H. C 
CHASE, The Road We Are Traveling, 1914-1942, by V. Abramson ............ 
SPIEGEL, Economics of Total War; Stein and Backman, editors, War Economics: 


NEAL, editor, Introduction to War Economics, by R. A. Gordon .......... 
SuRNHAM, Managerial Revolution; What Is Happening in the World, by L 


Industrial Organization; Price and Production Policies; Business Methods 


Mining; Manufacturing; Construction 


Transportation; Communication; Public Utilities 


Economic Geography; Regional Planning; Urban Land; eoring 


Labor and Industrial Relations 
Book Reviews 
Woytinsky, Three Aspects of Labor Dynamics, by G. S. Watkins ... 
GoLpEN and RUTTENBERG, Dynamics of Industrial Democracy, by S. Barkin 
Huntincton, Doors to Jobs; A Study of the Organization of the Labor Market 
Toves, William H. Sylvis and the National Labor Union, by P. Taft 


Social Insurance; Relief; Pensions; Public Welfare 


Consumption; Income Distribution; Codperation 


Population; Migration; Vital Statistics 


Unclassified Items 
Book Review 
Pore, Millhands and Preachers, by L. MacDonald 


Marketing; Domestic Trade ¢ 
Agriculture; Forestry; Fisheries 


ARTHUR TWINING HADLEY 
President of the American Economic Association, 1898-99 


\ fwining Hadley, only child of Ja umes Hadley, professor of Greek 
t \ vas born in New Haven April 23, 1865; died on board the S.S. 
f Australia in Kobe harbor, tose March 6, 1930. He prepared 
at Hopkins Grammar School in New Haven, and entered Yale 
from which he was graduated with highest honors in 1876. He 
with graduate study in political science at Yale, and afterward 
iversity of Berlin, where he attended the lectures of Adolf Wagner, 
hod: he obtained his Ph.D. degree. He became lecturer at Yale in 
idministration, 1853-86, professor of political science, 1886-91, 
f political economy, 1891-99, and dean of the graduate school, 
sg ind served as president of the University, 1899-1921, when he 
ieritus. 
7-08 President Hadley was Roosevelt professor of American his- 
University of Be rlin, and in 1914 lecturer at Oxford University. 
the first American lecturer on the Watson Foundation at London. 
Oxford, and other English universities in 1922. 
$85 to 1887 Dr. Hadley served as Commissioner of Labor Sta- 
Connecticut, in which capacity he wrote two able volumes of 
orts. He was associate editor of the Railroad Gazette of New 
g York f ISST to 1889, and chairman of the Railroad Securities Com- 
ppointed by President Taft in 1910. 
Dr. Hadley published two significant books in the field of economics: 
lransportation, Its History and Laws (1885), and Economics—An 
f the Relations Between Private Property and Public Welfare 


prepared by a committee consisting of Irving Fisher, Charles L. 

E. R. A. Seligman, giving a brief account of Arthur Twining 
graphy and place in American economics, was published in 
30, number of the American Economic Review, pages 364-68. 


f a series of photographs of past presidents of the Association 
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